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Preface to the Second Edition 


“Entrepreneurs are born and entrepreneurs are made, entrepreneurs thrive and entrepreneurs 
survive, entrepreneurs plan and entrepreneurs deliver, entrepreneurs fail and entrepreneurs 
succeed and entrepreneurs grow and people associated with them grow. Entrepreneurs 
fight changes with vigour and zeal.” 

All the above statements go a long way to prove that entrepreneurs are harbingers of 
change, growth and development of an economy. It is for these reasons that government, 
policy-makers and researchers have shown growing interest in this field. 

Our first edition of the Book ‘Entrepreneurship’ has received several feedbacks and 
appreciation. The book also won the “ISTD Book Award” felicitated by Indian Society for 
Training and Development, New Delhi in 2007. Based on the feedbacks and suggestions 
from our readers several changes have been introduced in the second edition of 
Entrepreneurship. It is divided into three major sections. 

Part I: Entrepreneurial Perspective: It introduces the term entrepreneur and 
entrepreneurship, entrepreneurial process, entrepreneur characteristics, types of 
entrepreneurs, barriers to entrepreneurship, factors responsible for emergence of 
entrepreneurship, intrapreneurship, creativity, innovation and lateral thinking. 

Part II: Business Planning Process: It focuses on the process of business plan, format of 
business plan, preparing a project report followed by functional plans, i.e., Marketing 
Plan, Operational Plan, Organisational Plan and Financial Plan. Two sample Business Plans 
have also been discussed. 

Part III: SSI and Women Entrepreneur Perspective: This part discusses sources of 
finances, institutions supporting entrepreneurs, introduction to Small Scale Industries, 
evaluation of sickness of SSI, symptoms for detecting sickness in SSI, causes of sickness in 
SSI, assessment of viability of sick industries and their rehabilitation and last but not the 
least women entrepreneurship. 

To make each chapter more attractive, a profile of an entrepreneur has been taken at 
the beginning of most of the chapters and there are number of examples at different parts of 
the book (especially relevant in Indian context). At the end of each part, there are several 
case studies relevant to each section of the book. Each chapter ends with a Summary, 
Review Questions and Projects. 

We wish to invite feedbacks and comments from our Readers. 


MADHURIMA LALL 
SHIKHA SAHAI 




Preface to the First Edition 


Entrepreneurs are people with vision who recognize and pursue opportunity, create and 
establish businesses/new ventures, take into account the risks involved, have control over 
the present and future and have the flexibility to adapt with the changing times. 
Entrepreneurship is the process by which entrepreneurs establish a business venture. 
Entrepreneurship has gained in popularity, mainly due to the following reasons: 

♦ It provides numerous opportunities for self-expression and realization of one’s passion 
for doing something new and different. 

♦ There are numerous opportunities for growth and self-development. 

♦ Handsome monetary rewards. 

♦ An entrepreneur has the power of decision making. 

♦ The reward of working on one’s own leads to immense personal satisfaction. 

Apart from these personal gains, the entrepreneur also contributes to the development of 
community as he/she generates employment for others. Entrepreneurs initiate and constitute 
change in the structure of business and society. This change is accompanied by growth and 
increased output, which allows more wealth to be divided amongst the various participants 
and hence entrepreneurship leads to increase in the national income of the country and the 
economic development of the country. In countries like India, where educated unemployment 
and unemployment in general have become serious problems, entrepreneurship can be 
seen to be a tool for income generation and employment. It is for this reason that the 
Government of India is designing policies and procedures to promote entrepreneurship. 

Considering the importance of entrepreneurship, the following textbook is being presented 
to the readers. It is an effort to deliberate/throw light on all the major realms of 
entrepreneurship. 

The authors welcome feedback and suggestions from the readers for further improvement. 


MADHURIMA LALL 
SHIKHA SAHAI 
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PART-1 

INTRODUCTION TO ENTREPRENEURSHIP 


Chapter 1 : Introduction to Entrepreneurship 

Chapter 2: Entrepreneurship: Motivation, Types and Barriers to Entrepreneurship 
Chapter 3: Innovation, Creativity and Entrepreneurship 
Case Study 







Entrepreneurship 


LEARNING OBJECTIVES 

After reading this unit, you will be able to understand: 

• Meaning and Concept 

• Definition of Entrepreneurship 

• Characteristics of an Entrepreneur 

• Entrepreneurial Process 

• The Scope of Entrepreneurship in India 


According to George Bernard Shaw, "The people who get on in this world are the people who get up and 
look for the circumstances the}/ want, and, if they can't find them, they make them." It seems George 
Bernard Shaw was talking about entrepreneurs, because this is what entrepreneurs do; the}/ create their 
own future. The entrepreneur understands possible futures and creates the future of his or her choice. 

MEANING AND CONCEPT 

The word ‘entrepreneur’ immediately conjures up images of business tycoons like L.N. 
Mittal or Bill Gates. While these rich, famous and successful individuals can be inspirational 
for some, most of us would find it difficult to associate our own lives, personalities or 
abilities with them. But the fact is that virtually everybody is entrepreneurial in some part 
of his or her lives. Entrepreneurial in terms of self-development (an athlete constantly 
practicing to improve his/her performance and stamina), in terms of self-decision making 
(a man deciding not to marry and devoting the rest of his life in the service of God), in 
terms of creativity (a housewife using waste material for making a piece of art), risk-taking 
(a teenage boy trying bungee jumping). Hence anyone who exhibits the characteristics of 
self-development, creativity, self-decision making and risk-taking can be rightly called as a 
person with entrepreneurial traits. When these traits are exhibited by a person running a 
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business he can rightly be called an entrepreneur. The reverse is also true - a businessman 
who does not take risks, or does not aim for self-development, is not creative and one who 
cannot make a decision on his own, cannot be rightly called as an entrepreneur. And in the 
present competitive world, the latter is thrown out of the business by the market forces over 
a period of time. 

In the present chapter we discuss the meaning and concept of entrepreneurship, outline 
the characteristics of entrepreneurs and finally analyse the entrepreneurial process. 

Let us understand why an individual becomes an entrepreneur? For an individual, the role 
and type of career he/she chooses is of great importance because it lays down his pattern of 
living, determines his social status and controls his present and future life. Any individual 
has three career options: 1) to work for someone else 2) to be self-employed in a profession 
3) to be an entrepreneur. Of the three, entrepreneurship has gained lot of popularity - the 
reasons are many: 

• It provides numerous opportunities for self-expression and realization of one’s passion 
for doing something new and different. 

• There are numerous opportunities for growth and self-development. 

• Monetary rewards are greater. 

• Entrepreneur enjoys the power of decision-making. 

• Reward of working on one’s own leads to immense satisfaction. 

Apart from these personal gains the entrepreneur also contributes to the development of 
community as entrepreneur generates employment for others. Entrepreneurs initiate and 
constitute change in the structure of business and society. This change is accompanied by 
growth and increased output, which allows more wealth to be divided amongst the various 
participants. Thus, entrepreneurship leads to increase in the national income of the country 
and enhances its economic development. In countries like India where educated 
unemployment and unemployment in general has become a national problem, 
entrepreneurship can be looked upon as a tool for income generation and employment. It 
is for this reason that the Government of India is designing policies and procedures to 
promote entrepreneurship. 

DEFINITION OF AN ENTREPRENEUR 

Despite its current prominence, entrepreneurship still remains a rather vague concept. 
According to the dictionary the word “Entrepreneur” can be defined as “one who reorganizes 
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and manages only enterprise specially involving high risk”. If taken literally, this definition 
seems fine, but it is quite incomplete. Researches have shown that entrepreneurs are not 
necessarily high risk-takers. However, a clever entrepreneur performs to reduce risk and 
increase the likelihood of success. The definition nowhere mentions anything about 
opportunities or resources allocated to achieve the success. The only point mentioned in 
the definition is regarding high risk, which might not even be necessary to be successful. 

Let us look at the definitions given by different social scientists. 

• An economist defines an entrepreneur as one who brings resources, labour, material 
and other assets into combinations that make their value greater than before and also 
one who introduces changes, innovations and a new order. 

• A Psychologist defines an entrepreneur as a person who is typically driven by some 
forces, which create a desire to obtain or attain something. 

• A sociologist defines entrepreneur as a person whose actions would determine his 
social status and who contributes to the development of the society. 

• Management experts define entrepreneur as a person who has a vision and generates 
an action plan to achieve it. 

Hence in the absence of a clear-cut concept of entrepreneurship that might well be impossible 
to find altogether scientists, governments and supranational bodies tend to use start-ups as 
a measure for entrepreneurial activity. 

Let us try and define the term entrepreneurship, The word itself is derived from the 17 th 
century French verb ‘Entrependre’ and the German word “Uternehmen” both referring to 
individuals who are ‘undertakers’, i.e. those who ‘undertook’ the risk of new enterprise. 
They were contractors who bore the risks of profit or loss, they were soldiers of fortune, 
adventurers, builders or merchants. 

Though many traits like creativity, risk taking, innovation have been associated with the 
term entrepreneur, which portrays an image as if entrepreneurs are only those individuals 
who take up the challenges of creating a business with new concept and ideas. But this is 
not true. Research scientists like Edward de Bono have pointed out that the most important 
variable required for entrepreneurship is not innovation, but value addition. Which means 
that it is not always important that an individual comes up with an entirely new idea to be 
called an entrepreneur. If he is adding incremental values to the current product or service 
he can rightly be called an entrepreneur. 

Let us scan the views of some social scientists on entrepreneur and entrepreneurship. 
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Views of Some Eminent Social Scientists on Entrepreneur and 
Entrepreneurship 

Richard Cantillon (1755): Richard Cantillon was the first person to recognize the role of 
entrepreneurs in economic theory. He stated that “the farmer is an entrepreneur who promises 
to pay the landowner for his farm or land, a fixed sum of money without assurance for the 
profit he will derive from his enterprise.” (Cantillon 1755). He described an entrepreneur 
as a person bearing risk. He makes profit by buying goods at certain known price and by 
selling at an uncertain higher price but there is always an element of uncertainty in market 
and hence entrepreneur is always at a risk of bearing losses (if he is not able to sell the goods 
at a higher price.) Cantillon stressed on the function of entrepreneur and not his personality. 
He also laid stress on the economic function of entrepreneur over his social status (Hebert 
and Link, 1988). 

Jean Baptiste Say (1800): Following Cantillon, Say broadened the definition of an 
entrepreneur to include the concept of combining factors of production, also noting that 
the entrepreneur must have special personal qualities (Ole,1946, Stevenson & Jarillo, 1990). 
Unlike Cantillon, Say did not emphasize uncertainty in his definition. Say analyzed “the 
central function of the entrepreneur independently of any particular social framework.” 
(Hebert and Link, 1988). 

Frank Knight (1921): Frank Knight’s definition of an entrepreneur discusses uncertainty 
and risk, “with uncertainty present, doing things, the actual execution of activity, becomes 
in real sense a secondary part of life, the primary problem or function is deciding what to 
do and how to do it.” He describes an entrepreneur as a recipient of pure profits. Pure 
profit with regard to entrepreneurship is bearing the cost of uncertainty. 

Max Weber (1930): Max Weber defined an entrepreneur as an innovator with an unusual 
will and energy, clarity of vision and ability to act. 

Joseph Schumpter (1934): Schumpter added the concept of innovation to the theory of 
entrepreneurship. For Schumpter (1934) the entrepreneur is the bearer of the “mechanism 
for change”. Changes can occur from inside and outside the economy. Entrepreneurship is 
defined as the carrying out of new combinations we called “enterprise”; the individuals 
whose function it is to carry them out are called “entrepreneurs.” These concepts are at once 
broader and narrower than the usual. Broader, because in the first place we term as 
entrepreneurs not only those “independent” businessmen in an exchange economy who are 
usually so designated, but all these who actually fulfill the function by which we define the 
concept, even if they are, as is becoming the rule, “dependent” employees of a company, 
like managers, members of boards of directors, and so forth, or even if their actual power to 
perform the entrepreneurial function has any other foundations, such as the control of a 
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majority of shares. As it is the carrying out of new combinations that constitutes the 
entrepreneur, it is not necessary that he should be permanently connected with an individual 
firm; this may not be the case with many financiers and promoters, but they may still be 
entrepreneurs in our sense. Schumpeter’s concept is narrower than the traditional one in 
the sense that it does not include all heads of firms or managers of industrialists, who 
merely may operate an established business, but only those who actually perform that 
function. But whatever the type, everyone is an entrepreneur only when he actually “carries 
out new combinations,” and loses that character as soon as he has built up his business, 
when he settles down to running it as other people run their businesses. 

Schumpeter listed five different kinds of innovations or ways to act as an entrepreneur; 

1. The introduction of a new good or quality of a good. 

2. The introduction of a new method of production. 

3. The opening of a new market. 

4. The utilization of some new sources of supply for raw materials or intermediate goods. 

5. The carrying out of some new organizational form of the industry. 

For Schumpeter (1934) the ability to identify new opportunities in the market is a central 
entrepreneurial activity which creates disequilibrium in the economy. 

Kirzner (1973): To Kirzner, the entrepreneur contributes to a movement towards economic 
equilibrium by pursuing opportunities, though an equilibrium situation will never be 
reached. The central concept added to entrepreneurship by Kirzner is alertness (1973). 
“Now I choose ... to label that element of alertness to possible newly worthwhile goals and to 
possible newly available resources ... the entrepreneurial element in human decision-making. It is 
this entrepreneurial element that is responsible for our understanding of human action as active, 
creative, and human rather than as passive, automatic, and mechanical. ” (Kirzner, 1973). In 
the mind of Kirzner, a pure entrepreneur has nothing but his alertness. Nevertheless, the 
main focus by Kirzner is on the entrepreneur and his role in the economy rather than on 
human behaviour. 

Mark Casson (1982): Casson defines an entrepreneur as “someone who specializes in making 
judgmental decisions about the coordination of scarce resources”. As support to this definition 
Casson puts forth five arguments: i) Entrepreneurship appears as a personal quality which 
enables certain individuals to make decisions with far-reaching consequences, ii) “The 
entrepreneur has better - or at least more relevant - information than other people”; iii) “It 
is assumed, ... , that entrepreneurs are motivated by self-interest”. ... “To simplify the 
theory it is assumed that entrepreneurs operate their business purely with a view to 
maximizing the profit they obtain from a given amount of effort”. Although this assumption 
is clearly counter-factual, the resulting theory goes a long way towards explaining 
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entrepreneurial behaviour; iv) The entrepreneur believes that he is right, while everyone 
else is wrong. Thus the essence of entrepreneurship is being different — being different 
because one has a different perception of the situation; v) “The entrepreneur often has to 
create an institution to make markets between himself and other transactors”. 

Stevenson and Sahlman (1987): The duo defined entrepreneurship as “the relentless pursuit 
of opportunity without regard to resources currently controlled. Moreover, they believe 
that there is an underlying process in entrepreneurship that starts with the identification of 
opportunity and ends with harvesting the fruits of one’s labours” (Stevenson and Sahlman, 
1987). 

Though Stevenson and Sahlman (1987) describe entrepreneurship as an economic function 
they find that within the management approach, in which they place their contribution, it 
is not fruitful to distinguish between those functions which are entrepreneurial and which 
are not entrepreneurial. They do not view entrepreneurship as a certain point in time at 
which the distinction between entrepreneurs and non-entrepreneurs can be made - they 
reject an understanding of entrepreneurship as an all-or-none trait. Entrepreneurship is a 
sequence of behaviours, which may change over time. Stevenson and Sahlman have identified 
six critical dimension that can be used to distinguish between entrepreneurship and more 
administratively-oriented management. The six critical dimensions of business practice are: 
strategic orientation, the commitment to opportunity, the resource commitment process, 
the concept of control over resources, the concept of management, and compensation policy. 

Stevenson and Sahlman (1987) perceive the behaviour as a continuum with two extremes. 
“At one extreme is the promoter type of manager who feels confident of his or her ability to 
seize opportunity regardless of the resources under current control. At the opposite extreme 
is the trustee type of manager who fosters efficient management by emphasizing the effective 
utilization of existing resources.” (Stevenson and Sahlman, 1987). 

Gartner (1990): In the Delphi study, Gartner found eight themes expressed by the 
participants that constituted the nature of entrepreneurship. They were, the entrepreneur, 
innovation, organization creation, creating value, profit or non-profit, growth, uniqueness, 
and the owner-manager. Many of these themes are consistent with Schumpeter’s 
conceptualization, in particular, organization creation, innovation in the form of the pursuit 
of a discontinuous opportunity, value creation, uniqueness, growth (to a point), and the 
entrepreneur. 

One further component of entrepreneurship that was identified in Gartner’s 1990 Delphi 
study was the expectation of return by the entrepreneur(s). People form and associate with 
organizations because of the prospect of return. This return may or may not be financial. As 
such, both for profit and non-profit organizations may be entrepreneurial. Both types of 
organizations must accumulate resources, build organizational structure and networks, 
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develop distinctive competencies, and maintain competitive advantage to survive. However, 
in either circumstance, the members of the organization become and remain affiliated 
because of the prospect of return. Therefore, synthesizing these concepts, he propose that 
the essence of entrepreneurship is the pursuit of a discontinuous opportunity involving the 
creation of an organization (or sub-organization) with the expectation of value creation to 
the participants. The creation of an organization involves the accumulation and deployment 
of resources and the building of organizational structure to pursue an opportunity. 

Peter Drucker defines an entrepreneur as one who always searches for change, responds to 
it, and exploits it as an opportunity. Entrepreneurs innovate. 

Peter Drucker has aptly observed that “Innovation is the specific tool of entrepreneurs, the 
means by which they exploit changes as an opportunity for a different business or a different 
service. It is capable of being presented as a discipline, capable of being learnt, capable of being 
practiced. Entrepreneurs need to search purposefully for the sources of innovation, the changes and 
their symptoms that indicate opportunities for successful innovation. And they need to know and to 
apply the principles of successful innovation. ” 

According to Drucker, three conditions have to be fulfilled: 

1. Innovation is work. It requires knowledge. It requires ingenuity. It makes great demands 
on diligence, persistence and commitment. 

2. To succeed, innovation must be build on their strengths. 

3. Innovation always has to be close to the market, focused on the market, indeed market- 
driven. 

According to Francis A. Walker, the true entrepreneur is one who is endowed with more 
than average capacities in the task of organizing and coordinating the various other factors 
of production. He should be pioneer and a captain of industry. The supply of such 
entrepreneurship is however, quite limited and enterprise in general consists of several 
grades of organizational skill and capability. The more efficient entrepreneurs receive a 
surplus reward over and above the managerial wages and this sum constitutes true profit 
ascribable to superior talent. 

Bygrave & Hofer (1991) proposed that the focus of the field of entrepreneurship changes 
from the focus on the characteristics of the entrepreneur to the characteristics of the 
entrepreneurial process. By focusing on the process, entrepreneurs are identified by their 
participation in the process, not by a unique set of characteristics. Bygrave & Hofer defined 
the entrepreneurial process as involving “ all the functions, activities, and actions associated 
with the perceiving of opportunities and the creation of organizations to pursue them.” Bygrave 
further restricted the definition to only include new independent organizations, excluding 
intrapreneurship. 
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THE CHANGING DEFINITION OF ENTREPERENEUR/ENTREPRENEURSHIP 

1755 

Canti 1 Ion 

“A person bearing risk" 

1800 

Say 

“Agent combining all factors of production" 

1921 

Knight 

“Recipient of pure profits” 

1930 

Weber 

Innovator 

1934 

loseph Schumpter 

“Ability to identify new opportunities" 

1973 

Kirzner 

“Contributes to movement towards eoui 1 ibrium by pursuing 
opportunities through eouilibrium" 

1982 

Mark Casson 

“Judgment decision maker in co-coordinating scarce 
resources” 

1987 

Stevenson & Sahlman 

“The relentless pursuit of opportunity" 

1990 

Gartner 

“Actions taken to create organization" 

1991 

Bygrave & Hofer 

“Characteristics of the entrepreneurial process” 


Both the terms, entrepreneurs and entrepreneurship, have been defined in a comprehensive 

way in the following definitions: 

• Entrepreneurs are people with vision who recognize and pursue opportunity, create 
and establish businesses/new ventures, take into account the risks involved, have control 
over the present and future and maintain the flexibility to change and adapt with the 
changing times. 

• An entrepreneur is a person who envisions a particular business venture and then goes 
on to create it. Basically, he is the originator of a new business venture and a new 
organization for that venture. 

• The entrepreneur is an individual (or team) that identifies the opportunity, gathers 
the necessary resources, creates and is ultimately responsible for the performance of 
the organization. 

• Entrepreneurship is the pursuit of a discontinuous opportunity involving the creation 
of an organization (or sub-organization) with the expectation of value creation to the 
participants. 

• Entrepreneurship is the means by which new organizations are formed with their 
resultant job and wealth creation. A critical component of the proposed definition is 
the necessary condition that the organization created, actually provides goods and/or 
services to society, not merely for internal consumption. 

• Entrepreneurship is the process of creating value by bringing together a unique package 
of resources to exploit an opportunity. 
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The entrepreneurs can be both the originators as well as value enhancer of a product or 
service. The entrepreneur perceives opportunities that other business executives do not see 
or do not care about. Say for example, Akio Morita, the President of the Japanese consumer 
electronics giant, Sony, saw that his company’s existing products could be adapted to create 
a new one - the Walkman Personal Stereo. Not only did he create a Walkman, it is said that 
an entirely new generation was created, named as the “Walkman Generation”. 

Similarly, grinding coffee beans and selling brewed coffee are not new. What is new is the 
quality and ambience that Barista gives to these activities. When Reliance entered the 
telecommunication business the industry was already an established one but the concept - 
‘Kar Lo Duniya Mutthi Mein’ gave room to Reliance in the mobile business and now 
Reliance is an established player in this industry. Hence in most instances, an entrepreneur 
creates an organization, as a way of offering something new to employees, customers or 
other stakeholders or adds value to the existing ones. 

Entrepreneurship is, above all, about change. “Entrepreneurs see change as the norm and 
as something healthy. Usually, they do not bring about the change themselves. But - and 
this defines entrepreneur and entrepreneurship - “The entrepreneur always searches for 
change, responds to it and exploits it as an opportunity”. ... Peter Drucker, an acknowledged 
management guru. 


CHARACTERISTICS OF AN ENTREPRENEUR 

Because entrepreneurs have the potential to contribute much to society, researchers have 
tried to analyze their personalities, skills and attitudes, as well as the conditions that foster 
their development. Research has shown that certain psychological and sociological factors 
are characteristics of entrepreneurs. 

Like most individuals, entrepreneurs are complex, and no one theory can explain all of their 
behaviour. The most important theory of entrepreneurship’s psychological roots was put 
forward in the early 1960’s by David McClelland, who found that people who pursued 
entrepreneur-like careers, were high in need for achievement (n Ach), the psychological 
need to achieve. People with high need achievement, have the penchant to take risks, but 
only reasonable ones. These calculated risks, stimulate them to greater effort. Thomas Begley 
and David Boyd, in the mid-1980s identified five dimensions unique to entrepreneurs. 

• Entrepreneurs are high in need-achievement. 

• Entrepreneurs like to think, they pull their own strings. (They control their own 
lives, not luck or fate) 

• Entrepreneurs are willing to take moderate risks. This enables them to earn higher 


returns on assets. 
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• Entrepreneurs have the ability to tolerate ambiguity. They also face more ambiguity, 
since they may be doing certain things for the first time. 

• Entrepreneurs have the drive to get more done in less time and if necessary, despite 
the objections of others. 

Clearly, the entrepreneur needs self-confidence, drive, optimism and courage to launch and 
operate a business, without the safety of a steady pay cheque. In certain instances, 
entrepreneurs decide to launch a new venture, because they cannot ignore their vision and 
their dream. They are willing to risk security for financial gain. 

In an effort to understand entrepreneurs better, researchers have sought to define traits 
common to a majority of individuals who start and operate new ventures. 

John Hornday of Bobson College was among the first to develop a composite list of 
entrepreneurial traits. These are summarized below:- 

• Self Confidence and Optimism 

• Positive response to challenges 

• Ability to take calculated risk 

• Flexibility and ability to adapt 

• Knowledge of markets 

• Ability to get along with others better 

• Independent mindedness 

• Versatile knowledge 

• Energy and efficiency 

• Creativity, need to achieve 

• Dynamic leadership 

• Responsive to suggestions 

• Take initiatives 

• Resourceful and persevering 

• Perceptive with foresight 

• Responsive to criticism 

If we go through the business history of India we come across the names of persons who 
have emerged as successful entrepreneurs. For examples, Tata, Birla, Modi, Dalmia, Ambanis 
and other well known names are examples of successful entrepreneurs who started their 
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business on a small scale and made good fortunes. Research has proved that there are 

certain traits (characteristics) that an entrepreneur possesses, which lead to the success of 

the business. 

Characteristics of an Entrepreneur 

1. Vision: An entrepreneur has a dream and he visualizes the ways and means to achieve 
that dream. In doing so he visualizes market demands, socio-economic and the 
technological environment and then based on these dynamics, he visualizes a future 
for his business venture. [Without a vision of making a big mark on the mobile industry 
Dhirubhai and now Anil Ambani could not have made what Reliance Communication 
(An Anil Dhirubhai Ambani Group) is today]. 

2. Knowledge: An entrepreneur has sound conceptual knowledge about all the 
technicalities of his business - be it technological, operational, financial or market 
dynamics. [Without sound knowledge of computers Narayanmurthy could not have 
made Infosys what it is today]. 

3. Desire to succeed: An entrepreneur has a strong desire to succeed in life. Their dreams 
are not just limited to achieving one single goal but they constantly work to achieve 
higher goals. [Without a desire to succeed constantly, Mukesh Ambani would not 
have planned to venture into Retail, Real Estates and Biotech], 

4. Independence: An entrepreneur needs independence in work and decision-making. They 
don’t follow the rules of thumb but make their own rules and destiny. [Without the 
desire for independence, Sabeer Bhatia would not have quit his job to start and 
enterprise on his own and created Hotmail - the popular internet portal and 
Arzoo.com], 

5. Optimism: Entrepreneurs are highly optimistic about achieving their vision [without 
optimism Narayanmurthy (who took a loan from his wife as he did not have enough 
finances) would not have left a lucrative job and created Infosys]. 

6. Value Addition: Entrepreneurs do not follow the conventional rules of thumb. They 
have a constant desire to introduce something new to the existing business. They 
create, innovate or even add value to the existing products/services and therefore, 
stand out in the market. [Without the value addition of introducing ‘Lifetime free 
incoming call’ Tata Indicom would not have been able to create a space in the already 
saturated mobile market in India]. 

7. Leadership: An entrepreneur exhibits the qualities of leader. They are good planners, 
organizers, have good communication skills, are empathetic towards their employees, 
are good decision-makers, take initiatives to implement plans and are result-oriented. 
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(Read the success story of any entrepreneur to confirm the presence of all these traits 
of leadership). 

8. Hardworking: At times they are called workaholics. Work is worship for them. They 
put in continuous efforts to achieve success and know that there is no substitute for 
hard work. [Trust this and put in hard work from now to find changes in your own 
aspirations, growth and sustainability.] 

9. Desire to have control over their own fate: Entrepreneurs do not want to move in 
herds like sheep but want to pave their own paths. They do not believe in luck or 
destiny but create their own destiny. [Had Sarathbabu of IIM, Ahmedabad not have 
the desire to control his own fate, he would have not said No to many lucrative job 
offers from MNCs. He has paved his own path by opening up a catering business and 
he wants to contribute to the employment of the weaker section of the society. Indeed 
a bold decision to navigate his own future!] 

10. Risk-Taking Ability: Frank Knight has identified risk-taking ability as the most integral 
element in defining entrepreneurial characteristics. 

How do Entrepreneurs View Risk 

Entrepreneurs do not shoot in dark, they are not gamblers, Yes they do take risks but only 

CALCULATED RISKS. 

ma faAe eocewctAe 

THE RING TOSS EXERCISE 

Suppose there are three rows of gifts and prizes. The first row is closest and with least attractive gifts 
followed by the second row with more attractive gifts, but placed at a greater distance than the first row and 
the third with the most attractive gifts, but placed farthest of the three rows. You have a ring to throw. 
Which row will you target? 

Successful entrepreneurs target the middle row. The ring toss exercise is an indicator that.yes entrepreneur 
do take risks, but only calculated risks. They determine the risk-return ratio and try to maximize returns 
from a given set of risks. They consider risks as a challenge and they strive hard to overcome the hurdles 
and achieve success in life. 

The type of risks that entrepreneur take can be categorized into the following: 

(a) Career Risk: When an entrepreneur chooses the third career option [remember, we 
had discussed earlier in the chapter that any individual has three career options i) To 
work for someone else ii) to be a self-employed professional iii) to be an entrepreneur], 
he has risked his means to earn a living for himself and his family. He takes a career 
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risk either by not opting to take up a job or by leaving a job. In doing so, on one hand 
his livelihood is at risk and on the other hand, his professional reputation is at risk. 

(b) Financial Risk: Any business venture needs finances for creation, functioning and 
growth. And since there is an element of uncertainty involved in the success of business, 
the finance which he has arranged from his savings/ borrowings is at stake. 

(c) Psychological Risk: Business involves a series of uncertainty thrown up by market forces 
like consumer demands, competitors’ strategies, new innovations and substitute products, 
government policies, changing economic conditions, demographic trends etc. In addition 
to the above two risks, the entrepreneur is under a lot of psychological stress. The 
possibility of failure can be actually killing for a person and thus the total mental health 
as well as psychological state of the entrepreneur is at stake. 

Though the risks discussed above might seem quite frightening for a few, entrepreneurs 
take them as challenges, they fight these challenges with euphemistic desire to succeed. 
The risks discussed above might have different degree of relevance for an entrepreneur. 
[Like a second-generation entrepreneur whose father has already established a business 
well and has got strong financial backing might not consider financial risks to that 
degree as an entrepreneur who has no capital or backing at all!] 

Whatever might be the level of importance, risks do exist and entrepreneurs are well aware 
of these risks; they analyze risks and take decisions to counter them and even have alternate 
plans if the original plan does not turn out as was expected. It is because of this it is said 
that entrepreneurs have complete control over the risks involved in the business. 

Next, we discuss the entrepreneurial process which describes the stepwise procedure adopted 
by an entrepreneurial to establish and run his business successfully. It is important to 
mention that the stages mentioned below do not have rigid boundaries but might overlap 

i.e., before one stage is over the second stage might begin. 

ENTREPRENEURIAL PROCESS 

At its simplest what entrepreneurs do can be viewed as a six-stage procedure: 

1. They see opportunities where others don’t. 

2. They have a ‘vision’, a clear understanding of the concept and of what they’re trying 
to do. 

3. They persuade others of their vision, they can communicate the concept effectively. 

4. They gather resources to make their vision become a reality (money, people, things). 



16 ■ Entrepreneurship 


5. They organize these resources to create a new venture, product or market (leadership, 
teams). 

6. They constantly change/adapt themselves according to the changing demands of the 
market. 



Entrepreneurial Process: A Diagrammatic View of the Entrepreneurial Process 

(i) Identify an opportunity: According to Timmons (1989) entrepreneurship is about 
sensing an opportunity where others see chaos, contradiction and confusion. 

Identification of an opportunity is the first step towards building and running successful 
business enterprise. Entrepreneurs identify opportunity where others see obstacles and 
impossibility. Identification of opportunity at the right time is of utmost importance as 
it gives “first mover’s advantage” and takes an enterprise ahead of others who take time 
to catch up. The first mover’s advantage not only provides product identification and 
higher market credibility but also provides better profits and faster economies of scale. 

Entrepreneurs sense opportunities since they are creative and are open to the new 
ideas, they seek challenges even at the time of smooth running of the operations. [Like 
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Kushagra Bajaj of Bajaj’s Hindustan; after coming back from US in 2000 with a 
master’s degree in management, he found a big opportunity in the sugar industry in 
India. The demand for sugar was on rise and there were 100 sugar mills declared sick 
out of a total of 553 mills in the sugar industry. He took this problem as an opportunity 
and took Bajaj Hindustan to the top notch position in 2005, in the process, becoming 
the leader in sugar industry in India]. 

(ii) Establish a Vision: Merely seeking opportunity is not enough; an entrepreneur further 
moves to establish a vision - a dream for future which can be achieved only if 
opportunities are tapped at the right time. He has complete faith in his vision and it is 
quiet clear to him i.e. he can visualize his own optimism. Even if some market forces 
change, he would re-adjust his vision to keep his dream viable and fruitful. And believe 
it, entrepreneurs have big visions, something which others might consider as impossible. 

[Dhirubhai Ambani of Reliance had dreamt that he would put a mobile phone in 
every individual’s hand, and the rest is history. We all know that today, even vegetable- 
sellers, farmers, milkmen, gardeners etc are all carrying mobile]. Dreaming this big in 
a poverty-stricken country like India needs guts. 

(iii) Persuade Others: An entrepreneur does not work alone, he understands that multiple 
skills are required to make business successful. Kathleen Alen, an American academician 
calls this phase of entrepreneurial process ‘forming the foundation team’ i.e. an 
entrepreneur forms a group of individuals who would work together to realize his dream. 
An entrepreneur prepares a business plan to make the vision and means of achieving the 
vision clearer to the others’ who would join the team. These individuals are not just the 
skilled people who would join in, but also include financiers and even family members 
who put in their trust in the entrepreneur. Like Narayanmurthy of Infosys was supported 
by wife for financial and psychological backing and was joined by couple of friends - 
who together lead to what Infosys is today! These trusted people are still part of Infosys 
and are still working together for the further growth of business. 

(iv) Gather Resources: Identifying an opportunity, establishing a vision and persuading others 
to join is not enough; a business enterprise needs resources to become successful. This is 
the phase, which can convert an entrepreneur’s dream into realty. Although we are 
presenting this process as it happens step by step, implying that issues pertaining to 
resources are considered here, the reality is that part of the early evaluation of the concept 
will inevitably involve a preliminary evaluation of whether it can be properly resourced. 

Resources can be considered under four categories: 

1. Financial 

2. Operating 
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3. Human 

4. Information 

1. Financial Resources: Finance is the life blood of any organization. Finance is required 
to start, run and expand the business. Financial resources can be gathered from: 

❖ Personal Savings 

❖ Family and Friends 

❖ Retained Capital 

❖ Commercial Partnerships 

❖ Banks 

❖ Venture Capital 

❖ Government Institutions 

❖ Non-Governmental Organizations 

❖ Floating Public Issues 

All the above sources have their own merits and demerits and entrepreneurs weigh 
each one of them to finally decide which source of finance would be most suitable for 
the business enterprise. 

2. Operating Resources: The operating resources are of two types - tangible and intangible. 
The tangible operating resources include: 

(a) Machineries 

(b) Raw Material 

(c) Land and Buildings 

(d) Office Equipments etc. 

Tangible resources involve heavy investments. Hence the entrepreneur needs to decide 
whether he wants to buy, rent or hire them. Depending on the available finances with 
the entrepreneur this decision is taken. 

Intangible resources are the ones that we cannot see or touch. They include: 

(a) Company’s Image 

(b) Operating Procedures 

(c) Transportation 

(d) Management 

The intangible resources determine the fate of the company. 
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3. Human Resource Management: Human resources are the only living and vibrant part 
of the organization. They are the most important resource of the organization. Over 
the years the importance of HR has risen. This is due to rising competition, privatization 
and globalization. Organizations are realizing that it is only the HR that can provide 
them a cutting edge over others. Decisions in relation to HR include: 

(a) Whether to employ permanent or temporary/casual employees? 

(b) What should be the amount and type of manpower in the organization? 

(c) What should be the procedure for recruitment and selection to acquire the best 
of the resources available in the market? 

(d) What should be the system for training the employees? 

(e) How should the compensation system be designed? 

(f) What method of performance appraisal should be used by the organization? 

(g) What should be the system of rewards? 

(h) How can healthy [IR] be maintained between the employees and the employer? 

(i) What method of grievance procedure should be adopted? 

(j) How to maintain a healthy organizational culture? 

4. Information Resources: With the advent of information superhighway, reliance on 
information has increased multifold. Both the employees and customers are well aware 
about, a wide ranges of choices available to them. Organizations have to work hard to 
run an efficient MIS (Management of Information Systems) in order to have timely 
information about customers, markets, external environment and even their employees. 
The information resource needs to be interconnected in such a way that employees, 
customers and managers are networked on a real-time basis. This would not only 
provide the information at the earliest, but would also speed up the actions based on 
this information. 

5. Create New Venture: Once the entrepreneur has arranged for the resources mentioned 
above, the next step is the creation/establishment of the new venture and running the 
business venture successfully while the former task (creation of new venture) requires 
lot of enthusiasm, persuasion so that he is able to gather optimum resources. The 
latter task (running the business venture) requires lot of perseverance and passion to 
believe in self. 

6. Change/Adapt with time: As change has become the rule of the game in today’s business 
environment the entrepreneur needs to continuously keep the organization upgraded 
and abreast of changing times. This is not an easy task as it not only involves availability 
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of funds for introducing change but also (which is even more difficult) the adaptability 
of human resources towards the changed environment. 

fo Q/tftodevw 

Is the concept of entrepreneurship new to India? At a superficial level it seems to be as old as the Gupta 
and Chola dynasties, which traded spices with the rest of the world, followed by the Mughals and the 
Britishers. But during all these eras, entrepreneurship was more about creation and accumulation of 
wealth in the hands of few. The essence of entrepreneurship is creation of wealth - Yes, not mere 
accumulation, but rather distribution of wealth. And when it comes to distribution of wealth none of the 
dynasties and the rulers of the past pass the Qualification. In this context, it is only the entrepreneurs of 
the post-liberalization era who fit the bill. Entrepreneurs of the recent era not only work for their own 
growth but also for the growth of all those who are associated with them. Narayana Murthy of Infosys is a 
good example for this. Narayana Murthy not only created wealth (the Infosys) but also distributed the 
fortune of Infosys to all its members by introducing ESOP (Employee Stock Option Plan) through which he 
made ail its employee as partners in growth and development. ETe recently retired from the post of CEO 
after attaining the age of 60 and made way for the younger generation. Elence the essence of 
entrepreneurship is not creation and accumulation of wealth but distribution of wealth amongst all those 
who are associated with the business. 




THE SCOPE OF ENTREPRENEURSHIP IN INDIA 

There is a growth in the number of individuals opting for entrepreneurship as a career. The 
reasons as discussed above range from desire of control over one’s future, more profits, lack 
of employment opportunities and government measure’s to promote entrepreneurship, to 
name a few. An entrepreneur need not necessarily innovate. Even if he emulates any technique 
of production/marketing from a developed country, he is an entrepreneur in his own right 
and makes a contribution to economic development as long as he starts business, undertakes 
risk and bears uncertainties. The concept of entrepreneurship is not different in developing 
economies. In fact in developing economies like that of India, the scope and need of 
entrepreneurship are higher. The reasons are many. Unemployment, disguised employment 
and underemployment, poverty are growing in the developing nations and entrepreneurship 
can be an answer to all of them as entrepreneurship not only provides employment and 
source of earning to the entrepreneur but to all those who become associated with the 
business enterprise. Moreover, the increase in the number of entrepreneurs can reduce the 
monopoly of rich businessmen and lead to balanced regional development and growth of 
the entire economy. 

Hence entrepreneurs are the need of the hour. Despite the critical importance of 
entrepreneurs and entrepreneurship in the present context, few developmental programmes 
or strategies include any systematic means for identifying entrepreneurial potential, or for 
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enhancing that potential, or for stimulating new sources of entrepreneurship. Though 
favourable policies have been formulated, both financial and non-fmancial institutions do 
exist to assist entrepreneurs, entrepreneurship-training institutes have been established but 
when it comes to actual benefits to the entrepreneur, there are few. Entrepreneurs find 
difficulties in getting financial support and even more difficulties in assistance for the 
operation of their business. Efforts have been made for the success of new ventures not only 
by policy-makers or government bodies but also by entrepreneurs themselves. Only then 
will our country be able to reap the fruits of entrepreneurship. 

SUMMARY 

The entrepreneur is an individual (or team) who identifies the opportunity, gathers the 
necessary resources, creates and is ultimately responsible for the performance of the 
organization. Entrepreneurship is the pursuit of a discontinuous opportunity involving the 
creation of an organization (or sub-organization) with the expectation of creation of value 
to the participants. Entrepreneur and entrepreneurship are two sides of the same coin; 
while entrepreneur is an individual who creates and establishes a business, entrepreneurship 
is the process adapted by entrepreneur to do so. 

Entrepreneurs have a high need for achievement. They are hardworking, independent, 
innovative and risk-taking individuals. These characteristics of an entrepreneur especially 
(high need for achievement and innovative) differentiates him from a normal businessman. 

The entrepreneurial process consists of following steps: a) identify an opportunity b) establish 
vision c) persuade others d) gather resources e) create a new venture/product/market 
f) change/adapt with time. 

The scope of entrepreneurship is tremendous in a country like India which faces problems 
of population, unemployment, underemployment and disguised unemployment. 

REVIEW QUESTIONS 

1. Who is an entrepreneur and how is he different from a businessman? 

2. Define the term entrepreneurship in your own words. 

3. Tabulate the changing definition of entrepreneur and entrepreneurship. 

4. Differentiate between entrepreneur and entrepreneurship. 

5. Discuss the views of some eminent social scientists on entrepreneur and 
entrepreneurship. 

6. Discuss the characteristics of entrepreneurs. 
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7. How do entrepreneurs view risk? Discuss in detail. 

8. Describe the entrepreneurial process. 

9. Discuss the scope of entrepreneurship in India. 

PROJECT 

1. Consider an entrepreneur you know personally. What was the most significant reason 
for his or her following an independent business career? If you don’t already know the 
reason, discuss it with that person. 

2. Who has been awarded with the title of ‘the third richest Man in the world’? Find out 
more about his life and success story. 

3. Find the life histories and success stories of three successful Indian entrepreneurs. 
What are the characteristics that they share with each other? 




T 
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Entrepreneurship: Motivation, 
Types and Barriers to 
Entrepreneurship 


LEARNING OBJECTIVES 

After reading this unit, you will be able to understand: 

• Entrepreneurial Motivation 

• Factors Responsible for Emergence of Entrepreneurship 

• Types of Entrepreneurs 

• Intrapreneurship 

• Barriers to Entrepreneurship 


Let us take have a look at the resume of Abraham Lincoln 
Age 22, Failed in Business. 

Age 23, Ran for Legislature and was Defeated. 

Age 24, Failed again in Business. 

Age 25, Elected to Legislature. 

Age 26, Sweetheart Died. 

Age 27, Had a Nervous Breakdown. 

Age 29, Lost the Election for Speaker. 

Age 31, Lost the Election for Elector. 

Age 34, Lost the Election to the Congress. 

Age 37, Elected to Congress. 

Age 39, Lost the Election to Congress. 

Age 46, Lost the Election to the Senate. 

Age 47, Lost the Election for Vice President 
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Age 49, Lost the Election to the Senate. 

Age 51, Elected President of United States of America. 

The above resume of Abraham Lincoln has been presented before_you to demonstrate the fact that even 
repeated failures cannot deter a man who is motivated and determined to succeed. Abraham Lincon surely 
exhibits entrepreneurial traits. He had the ability to fight against adverse circumstances and keep his 
spirits so high that even after a series of failures in his life he was able to make it to the top most position 
in United States of America! 


ENTREPRENEURIAL MOTIVATION 

In this chapter we discuss the various reasons that motivate a person to opt for 
entrepreneurship as a career option, the various factors responsible for the emergence of 
entrepreneurship, the different types of entrepreneurs, the concept of Intrapreneurship 
and the barriers to entrepreneurship. 

Let us Begin: The term Motivation has been derived from the word 'motive' which means 
drive, hence motivation is the drive to achieve a target. We shall concentrate on 
entrepreneurial motivation. We will discuss the various reasons and factors that are responsible 
for entrepreneurial motives in a person. 

• What is the intrinsic variable that drives a person to start a new venture? 

• Is it financial scarcity or financial abundance that motivates an individual to start a 
business? 

• Is it the family support, social status or dissatisfaction with his present life that motivates 
an entrepreneur to start a new business venture? 

Let us find the answer to all the questions above. 

We first link them to some of the famous theories on motivation. Maslow had divided human 
needs that drive an individual into five different categories (he called them motives: physiological 
needs, safety needs, social needs, esteem needs and self-actualization needs.) Classifying 
entrepreneurial motives in the Maslow's Need Hierarchy theory they would fall in the category 
of sociological needs, esteems needs and self actualization i.e.; Maslow's higher order needs 
tend to motivate the entrepreneur more. But this does not mean that the lower order needs 
don't contribute to entrepreneurial motivation. In some exceptional cases, even physiological 
needs and security needs motivate an individual. If we categorize them according to Me Cllenad's 
Theory of needs, entrepreneurs would generally be labelled as individuals with high need for 
achievement, moderate need for power and low need for affiliation. 

Researchers have pointed out a varied range of factors responsible for entrepreneurial 
motivation like the need for achievement, dissatisfaction with one's present job or status, 
work and family situations, desire to have control over one's life and decision-making etc. 
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But most researchers agree on the fact that of all the motives mentioned above, the need for 
achievement is the major motive for entrepreneurial motivation. The need for achievement 
arises when an individual wants to accomplish more than what he has, which can lead to 
growth in his career. The individual sets goals, draws action plans and implements these 
plans to attain his goals. The need for achievement would provide a drive in an individual 
to put in his potential to the fullest so that the business venture is successful. 

R.A. Sharma in his studies classified all the factors motivating the entrepreneurs into two types: 

1. Internal Factors: The internal factors are: 

(a) Desire to do something new 

(b) Education background 

(c) Experience 

2. External factors: The external factors are: 

(a) Government assistance and support 

(b) Availability of raw material and labour 

(c) Encouragement from big business houses 

(d) Promising demand for the product 

B. Murthy et al studied and classified the motivating factors for entrepreneurs and classified 
them into three types: 

1. Ambitious factors 

2. Compelling factors 

3. Facilitating factors 

FACTORS RESPONSIBLE FOR EMERGENCE OF 
ENTREPRENEURSHIP 

An individual's decision to pursue an entrepreneurial career is dependent on various factors. 
These have been discussed below: 

1. Background Factors 

(a) Education, Eraining and Experience: The type of education, training and 
experience an individual has acquired influences his choice of setting up an 
enterprise. Technically qualified persons normally set up their ventures in the 
field of their specialization, mainly because working in one's area of specialization 
provides confidence and reduces the uncertainty associated with the new venture. 
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(b) Family, role models and association with similar type of individuals: If an individual 
has a supportive family, has role models who have been successful or are in 
association with the same or similar type of business activity the individual is 
engaged in, they add vigour to his desire to set up a new venture. 

(c) Financial Conditions: Both adverse and supporting financial conditions can 
motivate an individual to set up a new venture. When an individual is 
unemployed or is not able to support his family demands, or if he has surplus 
funds, he may start looking for a new business venture where he can put in his 
time/money to achieve success and thus fulfill his demands. 

2. Motivational Factors 

(a) Need for achievement: This has been identified as the most important reason for 
entrepreneurial motivation by various researchers. Need for achievement means 
the drive to achieve a goal. Entrepreneurs have a compelling drive to succeed. 
They strive for personal achievement rather than reward per se. They have the 
desire to do something better or more efficiently than it has been done before. 

(b) Personal motives!expectations: This has been found to be one of the crucial factors 
responsible for entrepreneurship amongst individuals. These individuals have 
an internal focus of control i.e. they consider themselves responsible for their 
growth and development. 

(c) Business Environment: Supportive business environment like low rate of 
competition, high profit margins, good economic condition of the region, high 
demand - all contribute towards motivating an individual to set up a new venture. 

3. Economic Factors 

(a) Supportive government policies: From time to time, the government keeps 
formulating policies and programmes to promote entrepreneurs in different fields. 
Tax holidays, for instance, are such a policy measure. These policies and procedures 
go a long way towards catalyzing the entrepreneurial motivation. 

(b) Availability of financial assistance from various funding bodies: An entrepreneur needs 
funds to set up a business and many may not be having the required funds to 
support the requirements of the business set up. In such situation he/she can obtain 
assistance from financial institutions. Hence the financial institutions can facilitate 
the setting up of a new venture by easing out the disbursement of funds to them. 

(c) Ancillary support: Ancillary support from suppliers, distributors, retailers etc., 
even bigger units can act as a great encouragement to budding entrepreneurs. 

(d) Availability of technical factors like premises, electricity, labour: Feasibility with 
which factors of production are available to the entrepreneurs will facilitate/ 
obstruct an entrepreneur in making the final decision of setting up a business 
venture and even in the success of a business. 
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4. Reward 

(a) Recognition: Since the success of a business is usually proportionate to the efforts 
put in by the entrepreneur, setting up of new ventures gives an entrepreneur an 
individuality, the outcome of which is highly dependent on him. Since the 
success of an enterprise is associated with the efforts and success of an entrepreneur 
he/she gets enough recognition to enhance his/her self-esteem. 

(b) Social status: Entrepreneurship is the way to get large profit margins which a 
salaried employee cannot even think of. Hence, if the business runs successfully, 
it automatically raises the social status of an individual. Moreover, the idea of 
being responsible for one's fate, employing a number of individuals, taking 
important decisions, all go a long way in bestowing a higher social status upon 
an individual. 
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TYPES OF ENTREPRENEUR 

Who are the entrepreneurs? By simple definition - all active owner-managers are 

entrepreneurs. They can be classified into following categories 

Classification on the basis of ownership: 

1. Founders or "Pure Entrepreneurs": As the term suggests, they are those individuals 
who are the founders of the business. They are the ones who conceptualize a business 
plan and then put in efforts to make the plan a success. For example, Dhirubhai 
Ambani of the Reliance Group. 

2. Second-generation operators of family-owned businesses: They are the individuals who 
have inherited the business from their fathers and forefathers. Like Mukesh Ambani and 
Anil Ambani sons of Dhirubhai Ambani of the Reliance Group now split into two: 
Reliance - Reliance Industries Limited and Reliance - Anil Dhirubhai Ambani Group. 

3. Franchisees: Franchisee has been derived from a French word which means free. It is a 
method of doing business wherein the parent owner (the franchiser) licenses his 
trademarks and tried and proven methods of doing business to a franchisee in exchange 
for a recurring payment. Here, the franchisee has not conceptualized the business but 
has invested his money and time in the business. For example, NUT has given its 
franchisee operations to local players after thorough scrutiny and proper training. 
These franchisees follow the same curriculum, use the same set of books, have the 
same pricing strategy and award the same degree. They share the profit margins and 
get training, curriculum design and books from the parent company i.e., NUT. 

4. Owner-Managers: When a person buys a business from the founder and then invests 
his time and resources in it he is called the owner-manager. Like Sabeer Bhatia is the 
founder entrepreneur of Hotmail, whereas Microsoft's Bill Gates became its owner- 
manager after buying it for $400 million. 

Classification on the basis of personality traits and their style of running the business: 

1. The Achiever: These types of entrepreneurs have personal desires to excel. The only 
drive that pushes them is the desire to achieve something in life, the desire to make a 
mark in society, the desire to prove their excellence. No matter how many hurdles 
come in their way, they are totally determined. They do not need any external stimulus 
but are self-driven. Their characteristics can be termed as achievement personified. 
They can rightly be called go-getters. This personality often will cause them to build 
their business around their own personal brand. These entrepreneurs have dreams 
and dare to fulfill their dreams. Like Narayan Murthy, who had a settled life and was 
working, quit his job and ventured out on his own to start Infosys. 
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2. The Induced Entrepreneur: These types of entrepreneurs are induced by some external 
factors to start a business. The external factors could be like supporting government 
policies, unemployment, family support, facilitating institutional support, etc. These 
types of entrepreneur turn out to be more realistic in their approach. For instance, 
when the government announced subsidies, tax rebates and financial support to small 
scale industries, several entrepreneurs started their business as SSIs. 

3. The Idea Generator: These kinds of entrepreneurs are highly creative people who are 
always in search of innovative ideas for setting up new business ventures. They have 
the ability to sense the demand much ahead of others. They enjoy the First Movers' 
Advantage and are able to skim higher profits from the market. They can rightly be 
given the title of Essence of Entrepreneurship'. Like Bill Gates of Microsoft, who 
began the manufacturing of microcomputer softwares. 

4. The Real Manager: The real managers run the business in a systematic manner. They 
analyze business situations, assess the demands of future, both in terms of opportunities 
and threats and then take actions based on the above assessments. They believe in 
incremental changes rather than radical transformations. 

5. The Real Achievers: The real achievers are full of life. They are looking for the achievement 
of not even their own goals but also of people associated with themselves like employees, 
suppliers and distributors. 

Classification based on the type of business: 

1. Industrial entrepreneur: Industrial entrepreneur is an entrepreneur who is into 
manufacturing of a product. He identifies the needs and wants of customers and 
accordingly manufactures products to satisfy these needs and wants. It would include 
all the entrepreneurs essentially into manufacturing. 

2. Trading Entrepreneurs: Trading entrepreneur is one who undertakes trading activities 
(buying and selling of goods and services) and is not concerned with the manufacturing 
of products. He identifies potential markets, stimulates demands and generates interests 
among buyers to purchase a product. 

3. Corporate Entrepreneur: Corporate entrepreneur is a person who demonstrates his 
innovative skill in organizing and managing a corporate undertaking (which is registered 
under some statute or act that gives it a separate legal entity). 

4. Agricultural Entrepreneur: Agricultural entrepreneurs are those entrepreneurs who 
undertake business related to agricultural activities. Like farm equipments, fertilizers 
and other inputs of agriculture. They provide supportive products that can increase 
the agricultural production through biotechnologies, mechanization and improvement 
in agricultural yield. 
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Based on the Stages of Development: 

1. First Generation Entrepreneur: A first-generation entrepreneur is one who starts an 
industrial unit by means of an innovative skill. He is essentially an innovator combining 
different technologies to produce a marketable product or service. 

2. Modern Entrepreneur: A modern entrepreneur is one who undertakes business to 
satisfy the contemporary demands of the market. They undertake those ventures which 
suit the current socio-cultural trends. 

3. Classical Entrepreneur: A classical entrepreneur a stereo-type entrepreneur is one 
whose aim is to maximize the economic returns at a level consistent with the survival 
of the firm, with or without element of growth. 

Others 

1. Innovative Entrepreneurs: Innovative entrepreneurs are the forbearers of change in 
the business. They are full of creative ideas and offer innovate products to the society. 
It is because of these innovative entrepreneurs that many important changes occur in 
our society. They experiment and conduct permutations and combinations of ideas to 
yield new products and services. Thanks to these innovative entrepreneurs, our society 
is more networked now; we started off networking by transfer of letters through a 
messenger (stories even speak of pigeons as messengers), then came formal postage 
system, then communication evolved to telephonic conversation, mobile, internet, 
email, and video conferencing. The innovations in networking have been tremendous 
and are still happening which is bringing the world closer everyday. One need not 
invent but add incremental values (like ringtones, camera, mobile television, mobile 
radio in mobiles), or change the utility of the same thing (like using mobile for net 
surfing). 

2. Imitative Entrepreneurs: Imitative entrepreneurs adapt a successful innovation. They 
are risk-aversive and so they do not try out new ideas or products, but if a new idea is 
accepted by the market, they imitate the new idea and hence join in the competition. 

3. Fabian Entrepreneurs: Fabian entrepreneurs are highly cautious and sceptic in their 
approach. They are not readily interested in introducing any change in their 
organization and when they do so it is because unless they the change they would be 
out of the market. 

4. Drone Entrepreneurs: Drone entrepreneurs are not open to creativity and change. 
They do not like changing the working of organizations with the changing times. 
They prefer facing losses to introducing changes in their present processes, equipments 
and policies. In the present competitive world, these entrepreneurs are simply kicked 
out of the business for not being able to adapt themselves to the changing dynamics 
of business. 
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5. Women Entrepreneurs: In 1988, for the first time, the definition of Women 
Entrepreneurs' Enterprise was evolved that termed an SSI unit/industry-related service 
or business enterprise, managed by one or more women entrepreneurs in propriety 
concerns, or in which she/they individually or jointly have a share capital of not less 
than 51 per cent as company/ members of a cooperative society, as a Women's Enterprise. 

6. Copreneurs: When both husband and wife together start and run a business venture 
then they are called copreneurs. Emergence of copreneurs in the present times is a 
reflection of the fact that women's role in business is increasing. 


Meet the Couple - Reena Wal and Akshaya Wal (Platinum Member of Amway India). Akshay was a marine 
engineer by profession, and so was on sail for six months ayear. When their kids started going to school, 
Reena started looking for something to remain busy: then she luckily hit Direct Marketing giant Amway 
and became a member. She took the business opportunity as a challenge and got such wonderful returns 
so much so that her husband left his merchant navy job and joined her. Now both of them are joint 
members (Co-preneurs) working together to make their fortune. Working as co-preneurs gives them an 
advantage of flexibility in the business so that they have enough time for the family, better understanding 
amongst each other and a wonderful means of sharing the responsibility. 


The term 'intrapreneur' emerged in during the seventies. Several senior executives of big 
corporations left their jobs to start their own small businesses because the top bosses in 
these corporations were not receptive to innovative ideas. These executives-turned- 
entrepreneurs achieved phenomenal success in their new ventures, posing a threat to the 
corporations they had left. These types of entrepreneurs came to be known as 'intrapreneurs'. 
This kind of brain drain phenomena is not limited to the US, but has spread all over the 
world. Companies, as a result, have started devising ways and means to stop this outflow of 
talent, experience and innovation. 

The notion of intrapreneurship requires that managers inside the company should be 
encouraged to be entrepreneurs within the firm rather than go outside. For an entrepreneur 
to survive in an organization he/she needs to be sponsored and given adequate freedom to 
implement his ideas. Otherwise, the entrepreneurial spark will die. The entrepreneur who 
starts his own business generally does so because he aspires to run his own show and does 
not like taking orders from others. 

What is needed in large bureaucratic companies is a strong and healthy risk-taking culture, 
where risk-taking managers are assured security and rewards. An entrepreneurial culture 
requires a constant generation of ideas. It needs managers who listen and respond to new 
ideas and are willing to risk their future, a system that rewards managers who may fail but 
who have generated and experimented with ideas. 
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Investigate any big innovation in an organization and you will find an entrepreneur. 

• Don Estridge, an employee at IBM posted at Boca Raton, Florida, far away from his 
bosses at IBM headquarters spearheaded the creation of the Personal Computer. 

• Paul Scagnetti, an engineer at Intel came up with the concept of handheld computer 
aimed at helping people do just one thing - record and plan their fitness and nutrition. 
The gizmo Vivovic Fitness Planner' hit the market successfully. 

• Steve Jobs and a group of 20 young engineers created the Macintosh Computer without 
any adult supervision. 

Fook back at any great business or invention of just any big company and you will find 
that an intrapreneur created it," says Gifford Pinchot, who invented the word and popularized 
the term in his book Intrapreneuring. 

Though Pinchot invented the term, the concept (of internal entrepreneurial efforts in an 
organization to alter its status quo, harness energies of talented employees and sponsorship 
to promising ideas and innovations by them) was being relied upon by forward thinking 
organizations for decades. 

Intrapreneuring: Definition 

Intrapreneuring means the entrepreneurial activities that acquire organizational sanctions 
and commitments of resources for the sole objective of innovative results. Intrapreneuring 
aims at boosting the entrepreneurial spirit within the limits of organization, thus creating 
an environment to develop. 

Intrapreneurship centres around the restructuring and re-emergence of the firm's capacity 
to develop innovative skills and new ideas. Intrapreneurship is not just limited to the 
germination of new ideas, but includes even the implementation of those ideas. 

Characteristics of Intrapreneurs 

• Intrapreneurs bridge the gap between inventors and managers. They take new ideas 
and turn them into profitable realities. 

• They have a vision and the courage to realize it. 

• They can imagine what business prospects will follow from the way customers respond 
to their innovations. 
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• They have the ability to plan necessary steps for actualization of the idea. 

• They have high need for achievement and they take moderate calculated risks. 

• They are dedicated to their work that they shut out other concerns, including their 
family life. 


Reasons for Promoting Intrapreneurs 

• Intrapreneurs thrive and vibrate in all organizations - big or small. Several executives 
with rich experience and expertise in corporations leave their jobs to own small business, 
because the top management in these corporations were not receptive of their innovative 
ideas. These executives termed as 'entrepreneurs' achieved phenomenal success in 
their new ventures, posing a threat to the corporations they had left. Companies, as a 
result, started devising ways and means to stop this outflow of talent, experience and 
innovation and therefore nested the development of intrapreneurs. 

• Through their expertise and rich experience in the organization, Intrapreneurs 
understand the needs and wants of the customers. They generate innovative ideas 
from these needs and wants. Intrapreneurs do not just limit their energies to the 
development of these innovative ideas as they have an insatiable desire to achieve and 
succeed. They are hungry to see their ideas materialize into business enterprise. Venture 
capitalists with their wide open eyes welcome them with open arms. And hence the 
organization not only loses rich experience and expertise but also creates competitors 
for itself. 

Following is a table giving an insight into the basic differences between Managers, 

Entrepreneurs and Intrapreneurs. 



Managers 

Entrepreneurs 

Intrapreneurs 

Prime Objective 

Promotion, Reward 

Control over destiny, 
money 

Freedom to take 
decisions, reward 

Time Scale 

Time scale for 
achieving targets 
determined by the 
corporate 
organization. 

Time Scale for achieving 
targets is determined by 
the entrepreneurs 
themselves. 

Times scale for targets 
are self designed but 
give due weight to 
corporate time-tables. 

Participation 

No direct participation 
in the work, they in 
fact delegate and 
supervise work. 

Direct involvement in all 
the activities of the 
business. 

Direct participation more 
than supervision. 










34 ■ Entrepreneurship 



Building and Nurturing Intrapreneurs: A Theoretical Model 

Building and Nurturing Intrapreneurs: A Theoretical Model: Analysis 

(i) Building Culture and Climate: Developing and harnessing entrepreneurs can provide 
competitive advantage to large corporations, which contain some of the best people 
and resources. But to accomplish this, organizations need to build the right culture 
and climate. The following climate has to be developed: 

❖ Top Management's Support: For successful intrapreneuring, the top management's 
support is imperative. This support will only come when the top management 
believes in the fact that harnessing intrapreneurs would reap profits and 
competitive advantages to the organization. Support can come either from the 
top management themselves (if they understand the benefits) or support has to 
be generated from the top management by the change agent (it could be the 
intrapreneur himself, his co-workers, the HR manager or an external consultant). 

Once the top management's support is generated, the viability of intrapreneurs 
and their ideas is possible. 
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Development Of OCTAPAC Culture: When intrapreneuring has won its support 
and confidence from top management, the right culture i.e.; OCTAPAC culture 
has to be developed. The elements of OCTAPAC (Openness, Confrontation, 
Trust, Autonomy, Proactiveness, Authenticity and Collaboration) have to be 
valued and promoted by the top management for facilitating intrapreneuring. 

Openness is there in an organization climate when the employees feel free to 
discuss their ideas, activities and feelings with each other. And the top management 
is also transparent about its policies. Confrontation is bringing out problems 
and issues into open with a view to solving them, rather than hiding them for 
fear of hurting others or getting hurt. Trust is taking people at their face value 
and believing in what they say. Autonomy is giving freedom to let people work 
independently with responsibility. Proactiveness is encouraging employees to 
take initiatives and risks. Authenticity is the tendency on the part of people to 
do what they say. Collaboration is to accept interdependencies to be helpful to 
each other and work as a team. Successful implementation of the OCTAPAC 
culture would require OCTAPAC by the top management. Once the Top 
management starts practicing OCTAPAC it can seep down the hierarchy. 

Flatter Organization Structure: Since intrapreneuring would require lot of 
autonomy and empowerment, organizations need to graduate themselves to a 
flatter organizational structure. 

Flexible Job Description: Trends in the past have shown that intrapreneurs do 
not limit their intrapreneurial abilities to just innovations and creative ideas, 
but they also want to venture into market research for pilot testing and actual 
implementation/launch of their product/service/process. Therefore, the job 
description of entrepreneurs should be flexible enough to accommodate 
marketing, financial, operational activities involved in implementing/launching 
their product/service/process. 

Development of Active Creative Cell: A creative cell, which rewards and promotes 
new ideas & concepts should be developed. The cell should be approachable to 
all the members of organization (because you never know where your intrapreneur 
is hiding). R & D people and other creative people have a great desire to be able 
to implement their concept/idea into a successful business venture and they 
should have an approachable route for implementation of their ideas through an 
active creative cell. 

Build Venture Capital Fund: Every intrapreneur would require a capital fund 
for developing successful product/services and for successfully implementing 
their ideas and marketing them. The top management can initially provide 
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venture capital fund and it can be further increased by the company's share of 
profit from the intrapreneurial activities. 

(ii) Build Competencies: An individual with intrapreneurial traits (refer to the characteristics 
of intrapreneurs discussed earlier) needs to build certain other competencies to become 
a successful intrapreneur. Training for basic knowledge about business management, 
developing leadership skills, networking. 

❖ Training For Basic Knowledge About Business Management: Since an intrapreneur 
(like entrepreneurs) has to independently handle and run the business he 
proposes, he needs to be business-sawy. He should have intricate knowledge in 
the following areas: 

(a) Marketing: How to carry out a market research, how to implement new 
product development, how to do market analysis, how to conduct 
marketing communication, how to develop pricing strategies, how to develop 
customer relationship management etc. 

(b) Finance: An intrapreneur should be able to make and read various financial 
statements: Balance sheet, P&L account, Trading balance, Cash Flow, Break 
Even & Ratio Analysis. 

(c) Apart from this, he should have fair knowledge about production/operation 
(quality, inventory, process etc.), human resource management and income 
tax and other laws effecting the business he proposes. 

❖ Leadership Skills: Intrapreneurs have to collaborate with others in realizing their 
dream project. In doing so, they should exhibit effective leadership qualities. 
Effective leadership skills would include the ability to create a climate for open 
communication, empowerment, skills to lead a team, ability to make realistic 
vision, intuitive ability to sense and react to the changes in the dynamic business 
environment, humanistic approach towards team members, be technically sound, 
enthusiastic, energetic and positive about the future. He should be able to 
communicate the vision in a manner as to attract and excite members of the 
organization and encourage employees to partake in fulfilling the vision. He 
should do intentional modeling of self for focusing on people's attention, energy 
and effort on expected behavior. He should be flexible and persistent in managing 
the work. And last but not the least, develop healthy interpersonal 
communication. 

❖ Networking: Intrapreneurs needs to network with the following class of people: 

(a) Every innovation needs a network of a higher level, with supporters/ 
sponsors who create a coalition to keep the project active. Intrapreneur 
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needs to show their potential sponsors that they have the 'can do' and 
'will do' creativity. 

(b) Networking has to be established with customers, and suppliers in order 
to understand their needs and demands to understand their receptivity to 
the innovation product/ services offered by them. 

❖ Building Self-Directed, Self-Sustaining Work teams: Low cost, high productivity, 
world class quality and cut throat competition are the key objectives the 
intrapreneur must be able to achieve to make the business venture successful. 
Intrapreneurs need to develop self-directed work teams to materialize these 
objectives. The most widely accepted definition of self directing work teams is 
from Katzenback and Smit (1993). "A self directed work team is small number 
of people with complementary skills who are committed to a common purpose, 
performance goals and approach for which they hold themselves mutually 
accountable. Intrapreneurs can develop self directing, self sustaining work teams 
by inviting interested and capable individuals to join hands and form team for 
making the business idea into a successful business reality. Self Directing, Self 
Sustaining Work team would require that its members share the vision and 
responsibility to achieve that vision, get freedom to work, trust each, other, have 
autonomy to work, have variety of skills and expertise. The Team will assign jobs 
to all its members; the team members own up to the results, co-operate and 
collaborate, encourage individual's self accountability and responsibility, look 
forward to creative ideas and innovation and do not bother much about negative 
results arising thereon. They have the ability to support, take risks and develop 
a climate of openness. 

(iii) Relationship Management: Organizations that want to build and nurture/harness 

intrapreneurs in the organization need to develop a relationship with intrapreneurs. 

❖ Reward Management: The rewards of success in an enterprise must be shared 
between the corporation and intrapreneurs in a well-defined and equitable way. 
Since there is an element of risk in an intrapreneurial venture, a pre-negotiated 
reward cannot be fixed. Therefore, trust between the team members and also with 
the organization on financial issues is demanded. The organization should design 
some mathematical formula to share the profits and losses with the intrapreneurs. 

❖ Grievance Handling: The energetic, creative intrapreneurs have the potential of 
setting a business venture on their own and if conducive environment is not 
provided, they leave the organization to set, their own enterprises. To avoid this, 
organizations should have an effective, approachable grievance handling system 
to solve the problems of intrapreneurs. 
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The model discussed above would not only build and nurture intrapreneurs, but would 
also act as an effective means for talent management and hence can lead to organizational 
effectiveness. Intrapreneurs reinvigorate corporate departments that have become stagnant 
and stale. By recognizing opportunities, drawing up a business plan with marketing and 
financial perspectives and then building a team to implement a project, intrapreneurs fill 
the corporate office with entrepreneurial spirits. 

Companies are now figuring out how to keep talented employees upright - corporates are 
realizing that intrapreneuring can be an answer to that. A change agent (a consultant or 
HR manager) who has complete support and faith of the top management can implement 
the model suggested above for building and nurturing intrapreneurs, so that organization 
finally reaps the benefits of intrapreneuring. 

BARRIERS TO ENTREPRENEURSHIP 
Environmental Barriers 

Raw Material: Non-availability of raw material required for production of goods, especially 
during the peak season causes impediment in the growth of the business. In such kind of 
situation, competition causes increase in the price of the raw material. This problem becomes 
more severe if there are alternative goods or services available in market. (If the plastic granules 
required for production of glasses are not present then the demand can shift to the alternative 
thermocol glasses.) It becomes very difficult to shift the consumer back to the former product. 

Labour: Human resources have been identified as the most important resource in an 
organization. But unfortunately, there is always a dearth of the desired manpower in an 
organization-either because of the lack of skilled labour in the market or because of lack of 
committed and loyal employees in the organization. Both these factors cause impediments 
in the growth of the organization. 

Machinery: Good machineries are required in the organization for production and operation 
of goods. These machineries come at a cost and because of rapid technological developments 
they also become obsolete very soon and need to be replaced, which requires lot of cash-in- 
hand. This is very difficult to maintain, especially in a small business organization. 

Land and Building: Acquisition of land and construction of building at prime location with 
respect to business requires expenditure of large amount of scarce cash, especially in the 
small organizations. An alternative approach could be acquiring land on lease or rent. But 
this becomes a matter of constant concern for the entrepreneur. 

Other Infrastructure Requirements: Apart from the factors of production mentioned above, 
there are other infrastructure requirements of the business and which when not present in 
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adequate amount, can further cause barriers to the growth of business. Any business 
organization requires some basic infrastructure support like adequate power supply, proper 
roads, water and drainage facilities etc. This support has to come from the various development 
authorities, which again is a chain in a long bureaucratic system that suffers from problems 
like corruption and red-tapism. 

Financial Barriers: Availability of funds is one of the most important ingredients required 
for the successful running of a business. There are various methods by which entrepreneur 
arranges for funds like his own savings, borrowing from friends and relatives, banks and 
other institutional bodies supporting new ventures. If there is a delay in the release of 
payments by the source of finance, it causes delay in starting and/or running business. 

Personal Barrier 

Personal Barriers: These barriers are caused by emotional blocks of an individual. These 
barriers cause mental obstruction to the individual and lead to the failure in business. Some 
of the personal barriers have been discussed below: 

Lack of Confidence: Many people think that they lack what it takes to become an entrepreneur. 
They look at successful entrepreneurs and think that they could never emulate them. To be 
fair, they probably couldn't. They think that they would never be able to find a successful 
idea or would be unable to attract the resources required and therefore dismiss the thought 
of becoming self-employed as irrelevant. They may regard themselves as risk-averse and feel 
that running a business is too risky. They may not feel that they could master all the 
necessary skills. 

Lack of Dependability on Others: Many entrepreneurs aim to gain their additional expertise 
through the trial and error of experience, rather than seeking further personal development 
or assistance from others. As businesses grow, they increasingly need to replace the initial, 
largely informal management arrangements with more formality (Flamholtz, 1987). They 
also need to think more strategically (Burns and Harrison, 1996). Often this is uncomfortable 
for the entrepreneur, who is far more interested in spotting and fdling market needs than in 
devising effective management systems, but is essential if the business is to grow and prosper. 
Those who do recognize that they need support when they start to do things for the first 
time - employing people, exporting, introducing total quality management, raising equity 
- are far more likely to be successful in the long run. 

Lack of Motivation: When an individual starts a new business venture he is filled with 
enthusiasm and drive to achieve success, but when he faces the challenges of real business, 
bears losses or his ideas don't work, he loses interest/motivation. This causes further loss of 
interest and the entrepreneur starts withdrawing herself/himself from the mainstream 
competition. 
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Lack of Patience: This barrier is more dominant amongst entrepreneurs. The desire to 
achieve success in the first attempt or to become rich instantly are the motivating factors of 
modern youth. They want to achieve success through cakewalk. When such desires are 
confronted by business challenges/problems they lose interest. Apart from the inability to 
get into the details of business. 

Inability to Dream: It is being rightly said, "Think Big to Achieve Big". The entrepreneurs 
who are short of vision or become complacent (satisfied) with what they achieve sometimes 
lose interest in further expansion/growth of the business, which further impedes the growth 
of the business. 

Sense of Pride and/or Embarrassment: An entrepreneur has a great feeling - of being 
responsible for one's decisions and one's future. It is extremely rewarding, talking to 
customers, taking orders, fulfilling those orders and getting paid. Entrepreneurs are, 
understandably, proud of what they have achieved but are often, also embarrassed about 
what they still do not know. This is the point at which most entrepreneurs suffer particular 
problems. No matter how much assistance they have sought and received whilst they were 
planning and developing their business ideas, too many entrepreneurs are either too proud 
or too embarrassed to seek further support after they have started off in business. [This is 
even truer once the business needs to employ extra staff.] A problem for many entrepreneurs, 
particularly during and shortly after the start-up period, is that they do not have a sufficient 
repertoire of behaviours to cope with every situation (Chell, 1995). Those entrepreneurs 
who can overcome their pride or embarrassment will go on to seek support, either externally, 
or by employing additional staff with the required skills and expertise. But lack of seeking 
support or expert advice because of their pride or embarrassment causes hindrance in the 
growth of their business. 


Societal Barrier 

The first, and traditionally the hardest, barrier to overcome is the societal barrier, which 
inhibits many people even from thinking of starting a business. In the north-east, in particular, 
there has been an "us and them" (that is, workers and employers) culture for many years. If 
you started your business, you became one of "them"! Whilst that is undoubtedly 
diminishing, there are still external pressures, however subtle, that need to be overcome. 
For example, it is still rare that teachers or career officers suggest, as an active choice, that 
people should consider starting their own business. There is still pressure on people, especially 
graduates to "get a real job". Conversely, people whose parents have run their own business 
are usually more disposed to consider their own business. Arguably, therefore, more needs 
to be done to raise awareness of the option of starting a business - peer group case studies 
can be particularly effective. Starting off in business needs to be seen as a positive option. 
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SUMMARY 

Need for achievement, money, desire to have control over ones life are some of the important 
variables responsible for entrepreneurial motivation. McClleland's in his theory of needs 
described that the entrepreneurs would generally be labeled as individuals with high need 
for achievement, moderate need for power and low need for affiliation. 

Various factors responsible for emergence of entrepreneurship a) Background factors 
(education, training and experience, family, role models and association with similar type 
of individuals, financial conditions,) b) Motivational factors (need for achievement, personal 
factor, business environment) c) Economic factor (supportive government policies, availability 
of financial assistance from various funding bodies, ancillary support, availability of technical 
factors like premises, electricity, labour, d) Reward (recognition and social status). 
Intrapreneuring is building and nurturing entrepreneurs within the organization. The term 
was evolved by Giffon Penchant and intrapreneurs can be built by a) Building culture and 
climate b) Building competence c) Relationship management. The barriers to 
entrepreneurship can be divided into four: environmental barriers, financial barriers, personal 
barriers and societal barriers. 


REVIEW QUESTIONS 

1. Define Entrepreneurial Motivation. 

2. What does the need for achievement mean? 

3. Discuss the factors responsible for emergence of entrepreneurship. 

4. Discuss the types of entrepreneurs. 

5. Classify entrepreneurs on the basis of business, technology, motivation, growth and 
stages of development. 

6. Define Intrapreneurship. Discuss the characteristics of Intrapreneurs. 

7. Differentiate Entrepreneurship and Intrapreneurship. 

8. Discuss the barriers to entrepreneurship. 

PROJECT 

1. Visit two organizations of your choice and identify and list intrapreneurial characteristics 
by having a discussion with some senior mangers. 

2. Interview five women entrepreneurs to discuss the barriers faced by them in running 
their business venture. 
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LEARNING OBJECTIVES 

After reading this unit, you will be able to understand: 

• Innovation, Creativity: Meaning and Concept 

• Innovation, Creativity and Entrepreneurship: The Linkage 

• Process of Creativity 

• Creative Thinking and Lateral thinking 

• Views of Edward de Bono, Pradeep N Khandwal and others on Creativity 


Creative Ideas Pay: The FedEx Story 

The idea for FedEx- The world's largest express transportation company germinated in a term paper 
submitted by a Yale University Graduate - Frederick W. Smith. He discussed that the existing distribution 
system was inadequate and later in 1971, when he bought a firm Arkansas Aviation Sales, he found that 
there was tremendous difficulty getting packaged delivery within one or two days even of time-sensitive 
shipments like medicines, computers and electronics. Hence to overcome the problems of ineffective 
distribution system he re-conceptualized the idea of his term paper and on the night of April 17,1973, with 
the launch of 14 aircraft, FedEx was able to deliver 186 packages in 25 US cities! 

INNOVATION 

Business ventures have some common factors amongst themselves. But they need to have 
some unique selling proposition (USP) to survive. It is for arming the business with a USP 
that organizations need to innovate. Innovation helps a business house to survive when the 
winds of change hit the market; in fact, innovation fuels the winds of change. Innovation is 
not just creation of new ideas/ thoughts, but it is also about translating them into products/ 
services. Hence innovation can be defined as the successful exploitation of new ideas - 
incorporating new technology, design and best practices is the key business process that 
enables the businesses to compete effectively. 




44 ■ Entrepreneurship 


Innovation is something more than idea generation. It is because idea has little significance 
till it is converted into some useful product/services. Innovation is the process of conceptualizing 
an idea and then transforming that idea into a product/service. Usually, innovations are being 
made with a desire to overcome a need or a problem. Innovation can be at the spark of light 
and can also take a generation of experimentations. Innovations usually make the life more 
comfortable for a common man - but back operations in transforming ideas into products/ 
services at times even take lifetime of many. The characteristics of innovations are: 

1. Innovations are the harbingers of change. 

2. Innovations can take place at the spark of light or can take a generation of experiments. 

3. Innovations can be both revolutionary as well as an extension to the existing products/ 
services. 

4. Innovations provide a USP to a business. 

5. Innovations are action-oriented i.e. active and searching new ideas. 

6. Innovations help in making the product, service or process simple and understandable. 

7. Innovations help in making the product, service or process customer-based. 

8. Innovation is all about trying, testing and revising. 

Thus, innovation refers to a process of creation/value addition of a product/service/process 
that can solve existing problems or tap opportunities. 


IA not J>uAt limited t& jbvodneU and eoAtemerA 

Innovation is not just limited to products and services and to customers. Innovation and creativity are also 
required for managing employees. Sasken Communication Technologies - HQat Bangalore has introduced 
an innovative people policy to attract and retain talent in the organization. Hibernation is one of its 
policies in which employees after completing fouryears of service with the organization goes on hibernation 
i.e. six weeks of paid leave. Apart from hibernation they have two weeks of paternity leave, no time in and 
timeout and a liberal leave policy. All these policies go a long way in creating work-life balance and help 
in attracting and retaining employees. 


Creativity 

"Being different for the sake of being different may attract attention but that is not sufficient 
value. True creativity must deliver real value." 

Edward de Bono 

Creativity can be defined as the process of developing an original product, service or idea 
that makes a socially recognized contribution. Moreover, novel combination of old ideas 
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can also be considered as creativity. Hence creativity is the ability to bring something new 
into existence from either an existing or new idea. A creative person conceives an idea, 
which is new. It is immaterial whether he takes any action or not. The emphasis here is on 
the ability and not the activity of bringing anything new. Entrepreneurs need new ideas for 
setting up/running new business ventures. An entrepreneur who is creative and brings her/ 
his ideas into reality turns out to be successful in business. Creativity has also become 
important in the present highly competitive market where the business needs to differentiate 
itself from others to survive. 

The next question that comes to mind is - are creative persons born or made? Some of the 
psychologists were of the view that creativity is a function of the brain's right hemisphere 
and creative persons are born and not made. But various scientific researches have proven 
that the human brain can be conditioned under stimulating environment to become creative. 
It is for these reasons that organizations and consultancies organize training sessions on 
creativity. 

Sources of Innovative and Creative Ideas 

The various sources of idea generation are: 

• Present and potential consumers 

• Existing companies 

• Raw material providers 

• Distributors and retailers 

• Research and development 

• Existing employees 

There is a great deal of misunderstanding in considering innovation/creativity as synonymous 
to invention. But this is not true; innovation is in fact, the utilization of the inventions that 
lead to increase in the overall growth and profitability of the organization. Apart from 
confusing innovation with invention, there are many more myths in relation to innovation; 
they have been discussed below along with reasons as to why these are myths and not facts. 

MYTH 1: Innovation is planned and predictable: This myth is based on the old concept 
that innovation should be left to the research and development department under a planned 
format. In truth, innovation is unpredictable and may be introduced by anyone. 

MYTH 2: Technical specifications should be thoroughly prepared: this is a myth, as thorough 
preparation often takes too long. Quite often it is more important to use a try/test/revise 
approach than spend time in preparation and planning. 
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MYTH 3: Creativity relies on dreams and ideas: Even this is not true. The fact is that 
accomplished innovators are very practical people; they create (and not dream) useful 
products from the innovations they make. 

MYTH 4: Technology is the only driving force of innovation and success: This again is a myth. 
Technology is certainly one of the sources of innovation, but it is not the only one. Moreover, the 
customers/market/ changing demands are the driving forces behind any innovation. In fact, 
market-driven or customer-based innovations have the highest probability of success. 

Creativity, Innovation and Entrepreneurship: The Linkage 

Innovation is different form invention. An invention is discovery of new methods and new 
materials, whereas innovation is utilization of inventions to produce new and better quality 
of products that give greater satisfaction to the consumer and higher profits to the 
entrepreneur. An inventor gives idea and an innovator implements the idea for economic 
gain. Some individuals can be both inventors as well innovators. The innovator (entrepreneur) 
commercially exploits the invention produced by him or by any other person. Similarly 
entrepreneur also exploits even creative ideas for commercial gains. 

The importance of creativity and innovation has swelled with the rising competition amongst 
corporates. Successful entrepreneurs are realizing that 'creativity, innovation and even 
incremental value additions' are imperative ingredients to survive the ever rising competition. 
As discussed in Chapter I, Schumpter has identified the importance of innovation in his 
definition on 'entrepreneurship'. 

Schumpeter (1934) listed five different kinds of innovations or ways to act as an entrepreneur: 

1. The introduction of a new good or quality of a good. 

2. The introduction of a new method of production. 

3. The opening of a new market. 

4. The utilization of some new sources of supply for raw materials or intermediate goods. 

5. The carrying out of some new organizational form of the industry. 

For Schumpeter (1934), the ability to identify new opportunities in the market is a central 
entrepreneurial activity, which creates disequilibrium in the economy. 

Whatever may be the kind of innovation (as discussed above) or whatever might be the 
degree of innovation (remember de Bono pointed out that even incremental changes can 
amount to innovations) the key, word is INNOVATION in order to survive in business. 

Irrespective of the sector, creativity and innovation have become imperative for thriving in 
business. Organizations recognize the fact that to maintain a competitive advantage they 
must continually seek to identify, develop and make best use of all available resources. In 
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response to the rapid rate of change in competition and the pressures of technological 
advances, corporate executives are unanimous in their stated desire to make their employees 
and their organizations more "entrepreneurial". The traditional view has been that this is 
accomplished through individual creative people and, more recently, teams of individual 
creative people. Consequently, the "entrepreneurial" organization has been seen less as an 
organization in which innovativeness is an embedded part of the organization's process and 
structure, and more as the "place" within which (a) innovations have been developed, (b) 
innovative people happen to reside and work, and (c) whose controls are capable of being 
overcome so that the top management can reluctantly agree to accept the innovation. 
Corporate executives then seek to find means by which to unleash the creative talents of 
their people and to lower the built-in barriers to new ideas that could spring up from the 
depths of the organization. 

On the short-list of approaches that encourage the creativity that leads to profitable 
innovations is to inundate marketing people and scientists (or other "creatively-inclined" 
people such as knowledge workers) with exhortations to "think outside the box", to think 
"sidewise" about problems, and to "network" with others with different perspectives. Another 
approach is to offer rewards and recognition's to successful innovators. By-passes to 
bureaucratic procedures similarly are created for new ideas. And formal procedures may be 
established by which to winnow out and bless the further development of those project 
proposals which seem most likely to fit the needs of new product development schedules, 
or have the potential to provide useful new directions for research or development. There is 
a wide range of corporate approaches to overcoming built-in barriers to creativity and 
innovation, and these approaches range widely in how well they work. 

A great deal of importance and attention has been given, appropriately enough, to the need 
to enhance innovation in organizations. Making a corporation more creative, more innovative, 
more entrepreneurial has gone from being a nicety or a slogan; it is now a minimum 
requirement in many industries, simply to stay in the competitive game. Since it has 
become a challenge taken more seriously than ever before, the question of how to do it has 
become one asked in deadly earnestness. And, in fact, the notion of introducing 
entrepreneurship within the established organization is even more complicated than it 
might seem. 
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We all know that Edison was the inventor of electric bulb. But wait-this is not all-Thomas Edison was 
America's most productive inventor in the 19th centuiy and remains so well into the 21st. Elis 1,093 
patents are by no means the proper measure of the man and no one till now has been able to break this 
record. Wouldyou dare to bet! 
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Process of Creativity 

Brilliant ideas do not come out of the blue. They evolve through a creative process wherein 
ideas are germinated, developed and matured by an imaginative person. The process of 
creativity involves six stages. 

Stage I: Task Presentation/Idea Germination 

The first stage to the process of creativity is idea germination. The idea germinates from personal 
interest/ inclination or an existing problem or future opportunity. The important thing at this stage 
is how far is the idea motivating enough to capture the attention of the entrepreneur. But a lot of 
internal motivation is required to learn about a problem/or to tap an opportunity and if the perceived 
problem is motivating enough to capture the individual's attention, one moves to the Stage II. 

Stage II: Preparation 

Preparation is the plan for a conscious research of a solution to the problem/ opportunity. It involves 
seeking information about the problem and how others have tried to solve it. This stage builds up 
and activates information that is relevant to the problem. At this stage, a market research is often 
conducted for new products and services. This stage does not generally deliver any results. However, 
the effort of gathering information and knowledge is useful for the final solution. Successful gathering 
of information at this stage motivates the entrepreneur to move to Stage III. 

Stage III: Incubation 

In this stage, the knowledge and information is assimilated. It is a stage of subconscious 
assimilation of knowledge. Herein the subconscious intellect assumes the control of the 
creative process and the limitations of human logic do not affect the solutions. 

Stage IV: Idea Generation 

Multiple ideas and solutions (alternative courses of actions) are generated at this stage. 
These ideas are brainstormed to assess their feasibility, by using previous experiences, insight 
and fears. Thus, this is the stage of evolution of alternative ideas or solutions. 

Stage V Idea Validation 

Ideas generated in the previous stage need to be verified and proved realistic, useful and 
practical. Various approaches to the problem are attempted using previous experiences, 
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insight and fears. Ideas are recognized as being feasible. This is the stage that refines knowledge 
into application. 


Stage VI Outcome Assessment 

An assessment of the creative process can either lead to the achievement of goals wherein a 
creative idea or solution to the problem is located or no progress in this direction is achieved. 
In any case, the creative process ends. If the result is between the two extremes then the 
process returns to Stage I. 



Process of Creativity 
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Existence of creativity demands a conducive climate, so that creativity can thrive and flourish 
within the organization. A conducive climate means harnessing the following things: 

• Rewarding creative ideas and process 

• Encouraging people to suggest and experiment new ideas 

• Open communication within the organization 

• Giving autonomy and freedom for decision-making to the employees 

• Using participative method for problem-solving 

Creative Thinking 

Creative thinking can be defined as specific thought processes that improve the ability to 
be creative. It is important to be in an optimal state of mind for generating new ideas, for 
thinking deliberately in ways that improve the likelihood of new thoughts occurring and 
for maximizing the ability of the brain to think of new ideas. Thus, creative thinking is all 
about the ability to think of original, diverse and elaborate ideas. It can also be termed as a 
series of mental actions, which produce changes, and development of thoughts. Since creative 
thinking is the process of exploring multiple avenues of actions or thoughts (sometimes 
called divergent thinking because thought patterns and areas of belief are expanded) it 
leads to multiple solutions to the problems. 

Lateral Thinking 

This term was first used by Edward de Bono. It is similar to Creative Thinking as it seeks 
also to solve problems by unorthodox or apparently illogical methods. Lateral Thinking can 
be defined as "a set of systematic techniques used for changing concepts and perceptions 
and generating new ones". 

Views of Edward de Bono on Lateral Thinking 

Dr. Edward de Bono is regarded as the world's leading authority in the direct teaching of 
thinking as a skill. His work is in use in thousands of schools around the world and is a 
mandatory part of the curriculum in some countries. His instruction in thinking has been 
sought by major corporations such as: IBM, Microsoft, Shell, Prudential, GM, Ford and 
Citicorp. 

He is the originator of 'lateral thinking' which for the first time in history puts creativity on 
a formal, usable basis. Based on an understanding of the brain as a self-organising mechanism, 
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Edward de Bono designed specific thinking tools which are now widely used. He has been 
called 'the father of thinking about thinking'. 

Edward de Bono defines lateral thinking as the method of "exploring multiple possibilities 
and approaches instead of pursuing a single approach." 

Edward de Bono has written extensively about the process of lateral thinking - the generation 
of novel solutions to problems. The point of lateral thinking is that many problems require 
a different perspective to solve successfully. 

De Bono identifies four critical factors associated with lateral thinking: 

• Recognize dominant ideas that polarize perception of a problem 

• Searching for different ways of looking at things 

• Relaxation of rigid control of thinking 

• Use of chance to encourage other ideas. This last factor has to do with the fact that 
lateral thinking involves low-probability ideas, which are unlikely to occur in the 
normal course of events. 

Example: 

The following anecdote is provided by de Bone (1967). A merchant who owes money to a 
moneylender agrees to settle the debt based upon the choice of two stones (one black, one 
white) from a moneybag. If his daughter chooses the white stone, the debt is cancelled; if 
she picks the black stone, the moneylender gets the merchant's daughter. However, the 
moneylender 'fixes' the outcome by putting two black stones in the bag. The daughter sees 
this and when she picks a stone out of the bag, immediately drops it onto the path full of 
other stones. She then points out that the stone she picked must have been the opposite 
colour of the one remaining in the bag. Unwilling to be unveiled as dishonest, the 
moneylender must agree and cancel the debt. The daughter has solved an intractable problem 
through the use of lateral thinking. 

The principle of lateral thinking according to de Bono is: 

To get a different perspective on a problem, try breaking the elements up and recombining 
them in a different way (perhaps randomly). 

Views of Pradip N. Khandwal on Creativity 

Pradip N. Khandwal defines creativity (in his book titled Fourth Eye: Excellence through 
Creativity) as " The employment of playfully exploratory rather than mechanical process of 
problem-solving by a person who is open and curious and imaginative rather than by a 
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person who is inhibited and conventional, to find solutions or designs that are novel (and 

yet useful) rather than merely run-of-the-mill." 

Some views ofPradip N. Khandwal on creativity: 

• In popular mind creativity is confined to the arts. Whereas some artists are creative, 
many are not. Even barbers, cooks, housewives, engineers, craftsmen, managers, and 
politicians can be creative. 

• Creativity is not just giftedness or lateral thinking or permissiveness or intelligence. In 
fact creativity is divergent thinking (when the thinking pattern results into one single 
correct solution to a problem, it is called convergent thinking, whereas) when thinking 
pattern results in more than one correct solution to a problem it is called divergent 
thinking). 

• Forms of Creativity are: 

(a) representational creativity requires intimate knowledge of whatever is sought to 
be represented and also a freshness of perspective. As in a kaleidoscope, (a) creativity 
is largely rearranging or re-expressing the familiar things/activities (b) abstractive 
creativity is the capacity to transform a mess into a logical structure or design (c) 
elaborate creativity is the capacity to think of interesting association of one's 
core idea, the ability to develop an idea and foresee its consequences. 

• Creative abilities: Khandwal has cited the following creative abilities: 

(a) Fluency: person's abilities to come up with a number of solutions to a given 
problem. 

(b) Variety: person's ability to respond to a problem from a variety of viewpoints. 

(c) Originality: person's ability to come up with unusual but appropriate responses. 

(d) Ability to sense problems and notice unexplained, unsatisfactory or incongruent 
situations. 

(e) Ability to go to the roots of a phenomena by unraveling its causes and also 
visualizing its consequences. 

(f) Ability to elaborate on a theme. 

(g) Ability to go behind the surface features of a problem and see what the real 
problem is. 

• Determinants of creative behaviour are a person's biological constitution and genetic 
inheritance, one's personality, nature of organization/institution which one is affiliated, 
orientation of the group or team to which the person is affiliated, nature of work the 
person does, the value of culture in a person's life. 
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SUMMARY 

Innovation can be defined as the successful exploitation of new ideas - incorporating new 
technology, design and best practices is the key business process that enables the businesses 
to compete effectively. Creativity can be defined as the process of developing an original 
product, service or idea that makes a socially recognized contribution. Edward de Bono 
identified that creativity is not just innovation but also includes incremental changes added 
to the existing system, product, process etc. The stages of creativity are a) Task presentation 
b) Preparation c) Incubation d) Idea generation e) Idea validation f) Outcome assessment. 

In life, it is useful, as Steven Covey suggests, to find those activities that help us centre 
ourselves, that help us learn, and that help us develop our humanity and its potential. 
Understanding creativity, it would appear, can assist with both of these tasks if we approach 
it with an attitude of commitment, curiosity and caring. 

REVIEW QUESTIONS 

1. Define innovation and list the various types of innovation. 

2. Discuss different myths about innovation. 

3. Define creativity. Discuss the process of creativity. 

4. Discuss the linkage between creativity, innovation and entrepreneurship. 

5. Differentiate Creative and Lateral Thinking by giving examples. 

6. Discuss the theory of Edward de Bono on lateral thinking. 

7. Discuss some of the views of Pradip N. Khandwal on creativity. 

8. Discuss the goals for development of creativity in an employee. 

PROJECT 

Identify five innovative projects/concepts by reviewing the past five issues of Outlook 
magazine. 
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Case 1.1: Learn To Be On Your Own 

Murli and Mohan were the two sons of a businessman named Biswajeet-a famous builder. Biswajeet was a 
self-made man. he had risen from 'rags to riches' and had worked hard all his life to attain his current 
position of being one of the best builders in the town, both in terms of Quality of construction and in public 
relations. His two sons also had an inclination towards the construction business and wanted to join their 
father after completing their Bachelors in Architecture and their Masters in Business Administration. 
They had happily returned home and expressed their wish of joining the family-owned business. But 
Biswajeet had different plans. The brothers were surprised when Biswajeet announced at the dining table, 
"Murli and Mohan, I have an important thing to discuss. As both ofyou know that I am a self-made man, I 
have gone my way and have taken no direction from anyone. In fact, I have taken the onus of all the 
decisions, good or bad. So now when both ofyou have armedyourself with formal education, I would like 
both ofyou to take over from me and run the show on you own". 

"But Dadyour experience will only add to our education" exclaimed Murli. 

"And Dad,your vision will guide us towards greater success. Moreover,you have a good image in market 
and it will take ages for us to develop the same market image all over again", retorted Mohan. 

"Son, I wantyou to be onyour own. I have performed all the duties of a father till now and now I wantyou 
to take over the show. You are right that I have experience and an image which can be built only over period 
of time, but remember, I have done it all by myself and without even financial backing. Believe me, my sons, 
the kind of self-respect thatyou would gain foryourself and the kind of business acumenyou would evolve 
on being onyour own is not possible under my umbrella.", replied Biswajeet. 

"But Dad, how would we do itwithoutyou?" asked Murli. 

"Let me correct you here again. It's not we but I want both ofyou to takeup independent charge ofyour 
fortune and hence I have decided to divide my entire property into two eoual halves and transfer it to both 
ofyou. I wish that both ofyou work independently foryour own good and also for a good relationship 
between brothers. In a way, both ofyou would become business rivals but then there would be not just one 
but many more business players in the field. So get yourself charged and start drawingyour independent 
business plans," said Biswajeet. 

Questions 

1. Doyou think Biswajeet was a visionaiy? Why/Why not? 

2. How far doyou think the decision made by Biswajeet was justified? 

3. If you were Biswajeet, what wouldyou do? 

4. If you were Murl i or Mohan what wouldyou do? 
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Case 1.2: The Agony of Being Small 

Entrepreneurship came naturally to Abhiproto, as his father was an entrepreneur. Abhiproto had grown up 
observing the day-to-day activities of business and dreamt of being a successful entrepreneur. When his 
formal education was over, he announced to the family that he would not take up the family business of 
sarees and apparels, but would foray into business of real estate. Eveiybody in the family was shocked; for 
it was for the first time in four generations that someone within the family had planned to deviate from the 
traditional family business in Lucknow (the capital of U.P.). 

But Abhiproto was determined. Lie explained to his father, "Dadyou have always supported me in all my 
beliefs and experiments and now is the time for me to make a decision in my career. Saree business does 
not interest me but during my MBA I did a project on real estate and found the immense potential that this 
business has. The reasons for the boom in the real estate business are: rise in the disposable income, 
reduction in home loan interest rates, tax advantages of home loan, the dreams of owning a house have 
also swelled in the present decade. So dad, please permit me to try my fortune in this industry. Abhiproto's 
father, on seeing his passion, agreed to his son's proposal. Though there was initial reluctance from the 
family, but seeing the strong willpower of Abhiproto and a lucrative business opportunity the rest of the 
family members also agreed. The first threeyears were wonderful; Abhiproto not only was able to return 
the entire bank loan but also was able to make huge profits. But then a new wave hit the market. Bigger 
players realized the opportunity in the real estate. Lucknow was being identified as DESTINATION NEXT 
METROPOLIS-for the growth and development of the city. The reasons for its popularity are: it is the 
capital of the most populous state of the countiy, it is politically veiy important, all the major corporate 
houses are opening their branches in Lucknow. Moreover it still has lot of open spaces in Gomti Nagar and 
outskirts of Lucknow like Sitapur Road, Kursi Road, Sultanpur Road and Rae Bareili Road. The reasons for 
the decline of Abhiproto's business venture were simple: market dynamics of demand and supply; upon 
seeing the demand of real estate, all big players (suppliers) of real estate started pouring in - be it Arif, 
Eldeco, Omexe etc. These new players had gone in for developing entire townships rather than simple 
flats. But fighting them was beyond imagination for Abhiproto, as the kind of investments that were 
required for township could only be borne by big players with better economies of scale. In the past six 
months Abhiproto had just built one multi-storey building with a capacity of 50 flats and has still not been 
able to sell all the fiats, furthering the crunch of finances. The consumer demands are still increasing but 
have changed from multistorey flat to mini-township. And a small player like Abhiproto did not have 
enough resources to take up this big ambitious project. Abhiproto is in a fix - what should he be doing to 
prove that his decision to move into real estate was not wrong. Lie was thinking hard about how to fight the 
battle of Smallness vs Ambition. 

Questions 

1. Doyou think Abhiproto's decision to change his track of business from sarees to real estate was 
right? Give reasons. 

2. What suggestions doyou give to Abhiproto for the present crisis? 
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Case 1.3: Shanti Batteries 

Shanti Batteries was established by the late Mr Santosh Kumar way back in 1961. At that time it mainly 
manufactured batteries for four-wheelers. It had made its name in the local market, was getting good 
clientele, was obtaining good return on investment and Santosh was Quiet happy with his earnings. But in 
1994 he met with a fateful accident on the road and after a series of operations, in order to save his life 
doctors had to amputate his legs. It was a real testing time for the family, for the sole earning member of 
the family was completely bedridden. He had a family of six - his wife, three children (Priya 20, Sudhanshu 
19, Mayank 12) and an old mother all dependent on the earnings coming from Shanti Batteries. It was 
during this period that Sudhanshu left his studies and took over his father's business. Sudhanshu, with his 
sharp business acumen and father's guidance, was able to bring back the business in running condition 
within ayear. But Sudhanshu was himself not satisfied as he was looking for more opportunities. After a 
market survey he found that power cuts (load shedding) were a problem growing day by day. The reasons 
for power cuts were rising consumption and the government's inability to supply enough power to the 
people. Sudhanshu found an opportunity in this problem and decided to expand his business from just 
manufacturing batteries to manufacturing and assembling inverters. He discussed the business plan with 
his father and got a go ahead from him. 

The Industry 

The inverter industry in Hapur was in its nascent stage. There were a very few local and national brands. 
But since the entry barriers were very low, the number of small operators had grown drastically within a 
period of oneyear. Hapur at present has 28 inverter manufacturers in all and three of them were in the 
same local area as Shanti Batteries. 

The Product 

The key features of the product include: 

• MOSFET based PWM Technology. 

• SCR Phase control Constant Current & Constant Voltage (CC/CV) Charging to give longer battery life. 

• New Technology SCR + Transformer Electronic Controlling, (long battery life & charging even at 
low voltage 140V) 

• Battery Status on front panel 

• Automatic overload reset with buzzer warning. 

• Automatic Inverter ON at input below 110 VAC and above 290 VAC 

❖ Automatic Pre-Information with buzzer at the time of low battery (discharged) condition. 

❖ Fast changeover when power goes (within less than 10 milli seconds) - Regulated Output 
Voltage & Frequency on inverter mode (safe for appliances) 

❖ Inverter mode (safe for appliance) 

❖ PCB's on connectors (safe side and easy to service) 


Contd... 
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The Services 

The key services by Shanti Inverters include: 

• Annual maintenance contract 

• Warranty repair 

• Out of warranty repairs 

• Factoiy parts 

• Extended warranties 

• Technical assistance 

• UPS start-up assistance 

The Price 

The pricing plan was that since competition was growing, the best strategy for pricing would be - maintaining 
prices that were neither priced too high (to skim the competition thrown up by national players) nor too 
low (to lose its premium Quality image that the company had earned in the last 35years). 

The price that was originally set was Rs. 12,000 but due to rising demands and markets it was further 
raised to Rs. 15,000. The price package included the inverter, free trolley and installation. 

The Manufacturing 

Manufacturing was done at the same place because the main component was still batteries and hence the 
present plant capacity was able to sustain the manufacturing of the major components, the secondary 
components i.e., inverters cabinet and trolley parts were purchased and assembled in the factoiy. The cost 
of setting up the new machines and assembly plant was as low as Rs 1,25,000. 

The Growth 

Shanti Inverters witnessed immediate returns. The company started getting corporate and residential 
orders and all appreciated the product. Sudhanshu shifted the factoiy to a new premise four times the 
present size in terms of area and capacity, bought few more sophisticated machines and became the leader 
in the inverter market in Hapur. He also went ahead and got ISO 9000 Quality certification for the product 
and since then there has been no looking back. But Sudhanshu's Quest for more has notyet ended and he 
wants to venture into something else. 

Questions 

1. Amongst the various classification of entrepreneur, what kind of entrepreneur is Sudhanshu? Give 
reasons foryour answer. 

2. Doyou think Sudhanshu should revise his earlier prices? What should be the criteria for revising 
the prices? 

3. Do a market research ofyour local inverter manufacturers and find out what are the salient features 
of their product and what challenges do they face in this industry. 
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Shanghai Delight-The Chinese Cuisine 

Hemant had a strong financial backing, (with ancestral property, with father as an MP of the ruling party and 
mother as income tax commissioner.) So the first step towards career building that he made was to get an 
MBA degree from a prestigious university in the 11.S. After returning to India he had a promising plan of 
opening up a franchise of a world famous Chinese food chain-Shanghai Delight. His brother-in-law agreed 
to join in as a partner and so Shanghai Delight, Noida was born with an initial investment of more than Rs 
60,00,000/-, which was being pumped in bty selling some ancestral property in their village and taking a 
loan of Rs 25,00,000/- from the SBI. The first crucial decision was about the location of the food chain. 
After a thorough research, Hemant identified two locations from which choice was to be made. 

Location /; His Own Residence 

Location 2 :At a business and educational hub 

The advantage of Location I was that his residence was at a central place of the city and it was opposite to 
Atta Market, the most promising market of the town. Moreover, the cost of rent would be out of Question. 
But it would mean lot of renovation in the present setup, which would also disturb their family life. 
Moreover, within 100 meters, there was a veiy famous food chain serving not just good Chinese, but also 
Indian and continental food. 

Location 2 was a business and educational hub within a diameter of I km there were not less than 1,000 
offices, 3 schools (10+2) level, I University and I management institute, which meant that the market was 
much bigger. This location involved a rent of Rs 50,000/- a month, no cost of renovation and like Location 
I even here, in the vicinity of this location was Nirula's-(in fact on a floor above) Nirula's— a famous food 
chain of India which had recently opened up a branch in the city and was already attracting customers. 
Hemant chose Location 2 and then both Hemant and his brother-in-law pooled in time and money in giving 
shape to the plan. A lot of help was coming from the head office in New Delhi-therewere standards for the 
layout, colour and style of furniture, maintenance of temperature, standard of procedure for noting orders, 
billing and cooking. Hence it was easier to set up the whole thing through a constant support from the 
centre. The recruitment was also complete, the staff was trained; in fact, for the cooking staff a team of 
trainers had come from the head office who would not just train the cooking staff of the Noida branch but 
would also stay for one month after the actual operations began. But even before the D-Date the 
preparations were still on: they were looking for a celebrity for a grand opening. A lot of promotion was 
done through radio advertising. Even the CEO of the food chain came five days prior to the grand opening 
for moral support. But he was shocked to see the entire management and preparations still going on at the 
restaurant. The waiters and the stewards were not properly trained, the purchases of raw material was not 
of high Quality and there was no fixed supplier of raw material eveiyday (which would mean an element of 
uncertainty eveiyday). Moreover, there was no one properly trained - even the owner duo (Hemant and his 
brother-in-law) to handle billing and cash. The two owners were not giving their 100% time to the 
business. They use to come at II in the morning and go back at 6 in the evening, lames, the CEO was really 
furious, he scorned the duo- "why doyou thinkyou are not giving time to give a proper shape to the 
restaurant?" Hemant replied, "Look Mr lames we are the owners, our job was to pump-in money, establish 
the business and bring it to the running condition, for daily operations we have kept a manager, he is also 
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our family relative so we are sure that he will not cheat us." "But Mr. Hemant, he is not properly trained to 
run the business. You need to hire a professional, ifyou can't do it onyour own." retorted lames. 

"Mr. lames, 1 respectyour interest in the business but please don't tiy to tell us how we have to manage 
it, we have paid the franchise fee and nowyour role is over", said Hemant, this time in a harsher tone. 

"I am sony to say our job is not over but has just begun, foryou are not the only franchise in the countiy. 
One single bad name can affect the entire brand, which we have built over a long period of time, so either 
it is our way thatyou have to work oryou have to give up the franchise. And in case ifyou decide to give 
up the franchiseyou would be refunded only 25% of the franchise fee, as per the contract." 

Hemant got really annoyed, "This is ridiculous,you are being really unfair." 

Mr lames replied, "It's all to makeyour business successful and to keep up the brand image of Shanghai. 
Ifyou want to run the business it has to be done our way or we will take back the franchise- The choice is 
yours." 

Questions 

1. Doyou think Hemant and his brother-in-law were really at fault for delegating the management of 
day-to-day activity to their relative? Give reasons. 

2. Ifyou were lames what would beyour reaction to the situation? 

3. What suggestion doyou give to the duo for this case? 
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LEARNING OBJECTIVES 

After reading this unit, you will be able to understand: 

• Meaning of Business Plan 

• Process of Business Plan 

• Project Report Preparation 

• Sample Business Plans 


Meet Dhirubhai Ambani-The founder of the great Reliance Empire. He was not born with a silver spoon. 

His father was a school teacher in the small village of Chorwad in the western state of Gujarat. At the 
tender age of 17 he went to Aden and started working as an attendant in a petrol pump. No one knew at that 
time that this teenager boy would over a period of time, grow an empire which would turn out to be the first 
Indian company to be listed in the fortune 500 companies of the world. But Dhirajlal Hirachand Ambani - 
known as Dhirubhai had dreams and a vision even then. It was for these dreams that he was able to spot 
that there existed a discrepancy between the rial-sterling exchange rate and the intrinsic value of the 
silver content in Aden's coinage, which was an excellent opportunity to make money. Using this opportunity, 
he made money, returned to India and established a trading house called Reliance Commercial Corporation 
in Bombay in 1958. He started his business with a mere Rs. 15, 000/- as capital. The first business was 
importing polyesteryarn and exporting spices. Then he began manufacturing cloth from polyester fibre. 
From the textile industry he gradually diversified into chemicals, gas, petrochemicals, plastics, power and 
telecom services. It was he who introduced the eouity culture in India by establishing trust amongst his 
shareholders. Dhirubhai Ambani always had big vision and worked hard to achieve that vision. He believed 
in the philosophy of Think Big, Think Fast and Think Ahead. He is being regarded as an icon of enterprise 
in India. Salute to Dhirubhai! 

Planning is the first and the most crucial step for starting a business. A carefully charted 
and meticulously designed business plan can convert a simple idea/innovation into a successful 
business venture. 
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A business plan is a road map for starting and running a business. A well-crafted business 
plan identifies opportunities, scans the external and internal environment to assess the 
feasibility of business and allocates resources in the best possible way, which finally leads to 
the success of the plan. It provides information to all concerned people like the venture 
capitalist and other financial institutions, the investors, the employees. It provides information 
about the various functional requirements (marketing, finance, operations and human 
resources) for running a business. 

WHAT IS A BUSINESS PLAN? 

A business plan is the blueprint of the step-by-step procedure that would be followed to 
convert a business idea into a successful business venture. A business plan first of all identifies 
an innovative idea, researches the external environment to list the opportunities and threats, 
identifies internal strengths and weakness, assesses the feasibility of the idea and then allocates 
resources (production/operation, finance, human resources) in the best possible manner to 
make the plan successful. 

The objectives of a business plan are: 

• To give directions to the vision formulated by entrepreneur. 

• To objectively evaluate the prospects of business. 

• To monitor the progress after implementing the plan. 

• To persuade others to join the business. 

• To seek loans from financial institutions. 

• To visualize the concept in terms of market availability, organizational, operational 
and financial feasibility. 

• To guide the entrepreneur in the actual implementation of the plan. 

• To identify the strengths and weakness of the plan. 

• To identify challenges in terms of opportunities and threats from the external markets. 

• To clarify ideas and identify gaps in management information about their business, 
competitors and the market. 

• To identify the resources that would be required to implement the plan. 

• To document ownership arrangements, future prospects and projected growths of the 
business venture. 

Preparing a business plan is not an easy task. A business plan makes the entrepreneur 
forcibly plan all the critical dimensions of business and it also ensures that entrepreneur 
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does a thorough research about the planned business venture. The process of researching 
and writing the business plan helps to identify the gaps in the existing plan. For any 
business venture all the functional plans (marketing, operations/production, finance, human 
resources) have to be prepared. The functional plans reveal the resources required, strategies 
planned and the budgeted expenditure of each functional area. They also determine when 
the company would break-even and when it would begin registering profits. Here we would 
like to state that preparing a business plan is not just a one-time activity, but is an ongoing 
process. A successful business enterprise constantly keeps improvising its business plan 
based on market dynamics and learning experiences. The challenge in preparing a business 
plan for an entrepreneur is to communicate the business idea clearly and precisely to the 
stakeholders. A business plan is a written document, which has to be presented to various 
stakeholders to get their consent. The shareholders require it to ascertain the ownership 
patterns and future prospects, the government needs it to give various certifications like 
pollution control, the financial institutions like venture capitalists need it to estimate the 
prospects and the risks involved in disbursing funds to the business venture. 

PREPARING A BUSINESS PLAN 

A plan, which looks very lucrative/ feasible at the first instance, might actually not be when 
the details are drawn. Hence documenting the business plan is one of the early steps that 
an entrepreneur should take. The various steps involved in preparing a business plan are: 

(i) Preliminary Investigation: Before preparing the plan entrepreneur should: 

❖ Review available business plans (if any). 

❖ Draw key business assumptions on which the plans will be based (e.g. inflation, 
exchange rates, market growth, competitive pressures, etc.) 

❖ Scan the external environment and internal environment to assess the strengths, 
weakness, opportunities and threats. 

❖ Seek professional advice from a friend/relative or a person who is already into 
similar business (if any). 

(ii) Business Planning Process: As discussed above, the successful entrepreneur lays down 
a step-by-step plan that she/he follows in starting a new business. This business plan 
acts as a guiding tool to the entrepreneur and is dynamic in nature - it needs continuous 
review and updating so that the plan remains viable even in changing business 
situations. The various steps involved in business planning process are: 
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Preliminaiy Investigation 



1. Idea Generation: As discussed in the previous chapters, entrepreneurship is not just 
limited to innovation (generation of an entirely new concept, product or service, but 
it also encompasses incremental value addition to the concept/product/services offered 
to the consumer, shareholder and employee). Hence value addition is the key word 
that an entrepreneur needs to keep in mind while generating new ideas even at the 
inception stage. Idea generation is the first stage of business planning process. This 
step differentiates between an entrepreneur and a businessman. An entrepreneur is a 
highly creative person who gets an innovative idea about a product or service that 
could be brought into the market. Let us make it very clear again at this stage, that it 
is not necessary to have an idea which is entirely new; even value added to the new 
products in the market is included in the innovative products/services. Idea generation 
is the first stage of business planning process. It involves generation of new concepts, 
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ideas, products or services to satisfy the existing demands, latent demands and future 
demands of the market. The various sources of new ideas are: 

❖ Consumers/Customers 

❖ Existing Companies 

❖ Research and Development 

❖ Employees 

❖ Dealers, retailers 

The various methods of generating new ideas are: 

(a) Brainstorming, Reverse Brainstorming, Brain Writing 

(b) Group discussion 

(c) Data collection through questionnaires/schedules etc. from consumers, existing 
companies, dealers, retailers 

(d) Invitation of ideas through advertisements, mails, the Internet 

(e) Value addition to the current products/services 

(f) Market research 

(g) Commercializing inventions 

(h) These days, even contests are being organized to identify business ideas like 
'business bazigaar' on Star TV, which invites participation in the contest and 
rewards the best business plan. 

Screening of the new ideas should be done so that promising new ideas are 
identified and impractical ideas are eliminated. 

Environmental Scanning: Once a promising idea emerges through, idea generation 
phase the next step is environmental scanning, which is carried out to analyze the 
prospective strengths, weakness, opportunities and threats of the business enterprise. 
Hence before getting into the finer details of setting up business it is advisable to scan 
the environment - both external and internal-and collect the information about the 
possible opportunities, threats from the external environment and strength and 
weaknesses from the internal environment. The different variables to be scanned are 
in terms of socio-cultural, economic, governmental, technological, demographic 
changes taking place in the external environment and availability of raw material, 
machinery, finance, human resource etc. with the entrepreneur. The various sources 
for gathering the information are informal sources (family, friends, colleagues etc.) 
and formal sources (bankers, magazines, newspaper, government departments, seminars, 
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suppliers, dealers, competitors). The objective of a successful environmental scanning 
should be to maximize the information and hence the entrepreneur should collect 
information from as many sources as possible and then analyze them to understand 
whether the given information would be supportive/obstructive to the business venture. 
The more supportive the information, the greater is the confidence regarding the 
success of the business. 

❖ External Environment 

Socio-Cultural Appraisal: It assesses the social and cultural norms of a society in 
a given period of time. The variables that are appraised are values, beliefs, norms, 
fashions and fads of a particular society. It can help in understanding the level of 
rigidity/flexibility of a given society towards a new product/service/concept. Take 
for example the socio-cultural norms of United States and United Arab Emirates. 
Americans are experimenting and adventurous whereas Arabs are conservative. If 
an entrepreneur wishes to introduce an innovative product like bungee jumping, 
its acceptability would be more in America than in the UAE. 

Technological Appraisal: It assesses the various technological know-how available 
to convert the idea into a product. It can also be done to assess the various modern 
technologies expected in the near future and their receptiveness by the industry. 
For example, an entrepreneur has an idea of manufacturing tobacco-free herbal 
cigarettes which would not harm the health of smokers; technological appraisal 
can assess whether manufacturing of this kind of product is possible or not. 

Economic Appraisal: It assesses the status of economy in a given society in terms 
of inflation, per capita income and consumption pattern, balance of payments, 
consumer price index etc. A healthy economy offers greater opportunities for 
growth and development of the industry and therefore provides greater confidence 
to the entrepreneur about the success of his business venture. 

Demographic Appraisal: It assesses the overall population pattern of a given 
geographical region. It includes variables like age profile, distribution, sex, 
education profile, income distribution etc. The demographic appraisal can help 
in identifying the size of target customers. 

Governmental Appraisal: It assesses the various legislations, policies, incentives, 
subsidies, grants, procedures etc. formulated by government for a particular industry. 
The softer the government norms for the industry, the easier it is for the entrepreneur 
to establish and run the business. Take for example, the government policies of 
subsidized electricity in Uttranchal. A manufacturing unit highly dependent on 
power has an added advantage for setting up industry there. On the other hand, 
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take Uttar Pradesh. Here, the electricity is not just expensive, but there is acute 
shortage of it as well and entrepreneurs in UP are dependent on personal generators 
for electric supply, which automatically increases the cost of product. Hence it 
would be a wise decision on the part of an entrepreneur to set up/shift his 
manufacturing unit to Uttaranchal. 

The outcome of government policies in other sectors too should be taken into 
reckoning while conducting an appraisal of its policies. One such example is the 
government's intentions to allow only partial FDI in the retail segment. Because 
of this particular clause, multinational retail outlets like Wal-Mart are not able 
to enter the Indian market, though the market potential and financial feasibility 
is in abundance. 

❖ Internal Environment 

Raw Material: It assesses the availability of raw material now and in the near 
future. If the availability of raw material is less now or would be less in future 
then the entrepreneur should give a serious thought to establishing a venture as 
the entire system can come to a standstill due to shortage of raw material. 

Production/Operation: It assesses the availability of various machineries, 
equipments, tools and techniques that would be required for production/ 
operation. 

Finance: It assesses the total requirements of finance in terms start-up expenses, 
fixed expenses and running expenses. It also indicates the sources of finance that 
can be approached for funding. 

Market: It assesses the present, potential and latent demands of the market. 

Human Resource: It assesses the kind of human resources required and its demand 
and supply in the market. This further helps in estimating the cost and level of 
competition in hiring and retaining the human resources. 

As stated above, the objective of environmental scanning should be to gather 
information from as many sources as possible and to maximize this information 
for enhanced probability of success in the business. 

Feasibility Analysis: Feasibility study is done to find whether the proposed project 
(considering the above environmental appraisal) would be feasible or not. It is important 
to demarcate environmental appraisal and feasibility study at this point. Environmental 
appraisal is carried out to assess the external and internal environment of the 
geographical area/ areas where, entrepreneur intends to set up his business enterprise, 
whereas feasibility study is carried out to assess the feasibility of the project itself in a 
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particular environment in greater detail. Hence, though feasibility study would be 
dependent on environmental appraisal yet it is far more descriptive. The various 
variables/dimensions are: 

❖ Market Analysis: Market analysis is to be conducted for the following reasons: 

• To estimate the demand of the proposed product/service in future. 

• To estimate the market share of the proposed product/service in future. 

The demand analysis and market share is based on a number of factors like 
consumption pattern, availability of substitute goods/services, type of competition 
etc. A wide variety of information has to be collected to make these estimations. 

A preliminary discussion with consumers, retailers, distributors, competitors, 
suppliers etc. is carried out to understand the consumer preferences, existing, 
latent and potential demands, strategy of competitors and practices of distributors, 
retailers etc. The objective of a formal study needs to be comprehensive enough 
that they are able to generate the desired answers to the following questions: 

1. Who are the consumers (customers), both present and prospective? 

2. What is the present and future demand? 

3. How is the demand distributed seasonally (for example, airconditioners 
are required from May to September in most part of our country)? 

4. How is demand distributed geographically? 

5. How much price is the consumer willing to pay? 

6. What is the marketing mix of competitors? 

7. What marketing mix would the consumers accept? 

In nearly all cases research is required to obtain enough information to 
answer the above questions and to identify whether a project is feasible or 
not. This is done through a market research. (Market Research has been 
discussed in greater details in Chapter V - Drawing Functional Plan - I). 

❖ Technical!Operational Analysis: Technical/Operational Analysis is done to assess 
the operational ability of the proposed business enterprise. The cost and availability 
of technology may be of critical importance to the feasibility of a project or it 
may not be an issue at all. Key questions to be answered are: 

(a) What are the technological needs of the proposed business? 

(b) What other equipment does the proposed business need? 

(c) From where will this technology and equipment be obtained? 
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(d) From where can the raw material be obtained? 

(e) What would be the equipment and technology? 

Technical/Operational Analysis collects data on the following parameters: 

♦ Material availability 

♦ Material Requirement planning 

♦ Plant location 

♦ Plant capacity 

♦ Machinery and equipment 

♦ Plant layout 

(a) Material Availability: It is imperative to assess the availability of the raw 
material required for production of goods/services. The feasibility study of 
material should make an account of following variables: 

■ The availability of quality and quantity of raw material 

■ The factors on which the availability of raw material is dependent 

■ Price sensitivity (elasticity) of raw material 

■ Perishable time of raw material 

(b) Material Requirement Planning is undertaken to analyze the quantity of 
material that would be required to let the production run smoothly; it 
would be dependent on material availability variable mentioned above. 

(c) Analysis of choice of technology: It is done to identify whether the product 
developed at the idea generation stage is technologically feasible or not i.e. 
it answers questions like: 

■ Whether a technology for the product exists or not? 

■ If technology exists in more than one form, which technology would 
be more profitable to the company? 

The choice of the technology would be affected by: 

♦ Capacity of the plant 

♦ Amount of investment 

♦ Availability of technology 

♦ Production cost 
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♦ Latest developments 

♦ Quantity of planned production 

♦ Impact of environment 

(d) Plant Location: Plant location refers to a fairly broad area where the enterprise 
is to be established, like city, industrial zone or costal area. Plant location is 
the physical layout of the business and is affected by process of production, 
safety of personnel, minimum production cost, scope of expansion, proper 
space utilization etc. 

The choice of the location is influenced by the following factors: 

■ Proximity to raw material and markets 

■ Availability of infrastructure like power, transportation, water, means 
of communication 

■ Favourable government policies 

■ Other factors like climatic conditions, availability of manpower etc. 
can affect the decision of plant location. 

(e) Machinery and equipment: Machinery and equipment is dependent on 
production technology, plant capacity, investment cost of buying, 
maintenance and running cost. 

Financial Feasibility: Once the analysis of marketing and operations has been 
done successfully, a final financial feasibility is done to assess financial issues of 
the proposed business venture. Following cost estimates have to be carried out. 

(a) Cost of land and building: depending on the requirement and the availability 
of funds the land and building can be hired, can be taken on lease or 
purchased. 

(b) Cost of plant and machinery: It includes estimates of cost of plant and 
machineries, their running and maintenance cost. 

(c) Preliminary cost estimation is made to assess how much cost would be required 
in conducting market survey, preparing feasibility report, expenses in 
registering and incorporating machine, establishment expenses, expenses 
in raising capital from public and other miscellaneous expenses. 

(d) Provision for contingencies needs to be made to cover certain unexpected 
expenses which can emerge due to change in the external environment, 
like increase in price of raw material, or transport costs going up if the 
petrol prices are revised. 
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(e) Working capital estimates for running the business are also made. 

(f) Cost of production, which would include raw material cost, labour cost, 
overhead expenses, utilities like power, water, fuel etc. 

(g) Sales and production estimates: Based on the plant capacity the production 
and sales estimates are made, which help in estimating profitability. 

(h) Profitability projections are made on the following parameters: 

(i) Cost of production 

(ii) Sales expenses 

(iii) Administrative expenses 

(iv) Expected sales 

Summation of all above gives gross profit. 

Based on the above information, the following projections are made: 

1. Break-even point 

2. Cash flow statement 

3. Balance sheet statement 

4. Multiyear projections (see financial plans for details) 

Drawing Functional Plans: After positive results from the feasibility study, functional 
plans are drawn. Some scholars and writers prefer to include feasibility study with the 
functional plans but they have been taken separately in this book, as feasibility study 
is a precursor to the plan and is done to check the viability of the project from various 
dimensions. Whereas, after the feasibility study gives positive indication about the 
viability of the proposed project, one can go into the details of drawing functional 
plans which would plan the strategies for all the operational areas: marketing, finance, 
HR and production. 

(a) Marketing plan: (Detailed discussion in chapter 5) 

Marketing plan lays down the strategies of marketing which can lead to success 
of business. These strategies are in terms of Marketing Mix (product, price, 
place and promotion). From the market feasibility study and marketing research, 
potential/present demand of customers is determined, which helps in 
understanding the profile of customers and hence helps in laying down the 
strategies for segmentation of the market, identification of the target market and 
laying down strategies for target market. 
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(b) Production/Operation Plan: (Details in chapter 6) 

Production plan is drawn for business enterprises in the manufacturing sector 
whereas operational plans are drawn for business enterprises in the service sector. 
The production/operation plan should include strategies for the following 
parameters: 

1. Location and reasons for selecting the location. 

2. Physical layout. 

3. Cost and availability of machinery, equipments, raw material. 

4. List of suppliers and if possible, distributors. 

5. Cost of manufacturing/running the operations. 

6. Quality Management. 

7. Production scheduling, capacity management and inventory management. 

8. Changes in above in case of expansions of business. 

(c) Organizational Plan: (Detailed discussion in chapter 7) 

Organizational plan defines the type of ownership: it could be single proprietary, 
partnership firm, company, private limited or public limited. It also proposes an 
organizational structure and proposes human resource management practices 
that would govern the successful running of the proposed business enterprise. 

(d) Financial Plan: (Details in chapter 8) 

Financial plan indicates the financial requirements of the proposed business 
enterprise. 

1. Cost incurred in smooth running of all the financial plans (marketing, 
operation and human resources). 

For example, cost incurred in the marketing plan would include forecasting 
sales, for production plan it includes cost of goods, for organizational plan 
it includes cost of compensation to employees. 

2. Projected cash flows 

3. Projected income statement 

4. Projected break-even point 

5. Projected ratios 

6. Projected balance sheet 
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4. Project Report Preparation: After environmental scanning and feasibility analysis, a 
project report is prepared. It is a written document that describes step-by step, the 
strategies involved in starting and running a business. 

5. Evaluations, Control and Review: As stated earlier, it is imperative to continuously 
review and evaluate the business constantly. This is because the competition in today's 
globalized world is intense and technological changes are taking place at much faster 
rates. In this dynamic business environment it is important to evaluate, control and 
review the business periodically and introduce changes to keep up with a dynamic 
and changing market. 

To cope with the rising competition, Hindustan Liver Limited (HLL) had come up 
with a new strategy: New Product Every Month! 

PROJECT REPORT PREPARATION 

A project report helps to understand the opportunities, problems and weakness of the 
business. It guides the entrepreneur in actually starting up and running the business venture. 
It helps him to monitor whether the business is growing as was projected in the business 
plan or not. It helps in documenting the cost estimates of the business. It can be used as a 
handy tool to persuade investors and financial institution to fund the project. It can help in 
proper utilization of all the resources. It can keep the morale of employees, owners and 
investors up. It can finally lead to a sustainable development of the organization. 

Essentials of a Project Report 

1. The project report should be sequentially arranged. 

2. The project report should be exhaustive (covering all the details about the proposed project). 

3. The project report should not be very lengthy and subjective. 

4. The project report should logically and objectively explain the projections. 

5. The projections should be appropriately be made from two to ten years. 

6. The project report should be professionally made to demonstrate that the promoters 
possess entrepreneurial acumen and sound experience. 

7. The project report should justify the financial needs and financial projections. 

8. The project report should also justify market prospects and demands. 

9. The project report should be attractive to the financial agencies and investors. 

10. The project report should also have a high aesthetic value. 
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Preparing a Project Report 

I Cover Sheet: Cover sheet is like the cover page of the book. It mentions the name of 
the project, address of the headquarters (if any) and name and address of the 
promoters. 

II Table of Contents: Again, the table of contents is like the table of contents of a book; it 
guides the person reviewing the project report to the desired section quickly. A good 
methodology would be to divide the project report into sections and number or label the 
sections like 1, 2, 3 or I, II, III or A, B, C and then divide each section into subsections by 
using numerals after the decimal like 1.1, 1.2, 1.3 or I-1, II-2, III-3 or A-a, B-b, C-c. No 
matter which method is used for classification, once a method is picked up the entire report 
should uniformly adopt the same procedure. 

III Executive Summary: Executive summary is the first impression about the business 
proposal. As the saying goes, the first impression is the last impression. A careful presentation 
of information should be done to attract the attention of the evaluators. It should be in 
brief (not more than two or three pages) yet it should have all the factual details about the 
project that can improve its marketability. It should briefly describe the company; mention 
some financial figures and some salient features of the project. Generating interest in the 
minds of the readers is the prime motive of the executive summary. 

IV The Business: This will give details about the business concept. It will discuss the objective 
of the business, a brief history about the past performance of the company (if it is an old 
company), what would be the form of ownership (whether it would be a single proprietor, 
partnership, co-operative society or a company under company law). It would also label the 
address of the proposed headquarters. 

V Funding Requirement: Since the investors and financial institutions are one of the key 
bodies examining the project report and it is one of the primary objectives of preparing the 
project report, a careful, well-planned funding requirement should be documented. It is 
also necessary to project how these requirements would be fulfilled. Debt equity ratio 
should be prepared, which can give an indication about how much finance would the 
company require and how it would like to fund the project. 

VI The Product or Services: A brief description of product/services is given in this subsection. 
It includes the key features of the product, the product range that would be provided to the 
customers and the advantages that the product holds over and above the similar products/ 
substitute products available in the market. It also gives details about the patents, trademarks, 
copyrights, franchises, and licensing agreements. 

VII The Plan: Now the functional plans for marketing, finance, human resources and operations 
are to be drawn. 
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(a) Marketing Plan: Marketing mix strategies are to be drawn, based on the market 
research. The market research will provide information about the following parameters: 
i) Market demography like profdes of customers and end-users; preferences and needs 
of the customers ii) Strengths and weaknesses of competitors iii) SWOT analysis of 
the market. A thorough market research is the backbone of success and failure of any 
product in the market. Based on the information collected through market research, 
marketing mix strategies for product/services, price, promotion and distribution are 
presented meticulously and reasons are displayed in relation to why the targeted 
market is so attractive. How can the market provide gains to the organization? What 
marketing strategies would ultimately lead to the success of the organization? The 
budgets for the marketing plan are drawn at the end. 

(b) Operational Plan: The operational plan would give information about i) Plant location: 
why was a particular location chosen: Is it in the vicinity of the market, suppliers, 
labour or does it have an advantage of government subsidies for that particular location 
or are there any other specific reasons for choosing the particular location, ii) Plant 
layout is also at times mentioned in the project report to provide a pattern of arrangement 
of the organization and would indicate the exhaustive planning for the business iii) Plan 
for material requirements, inventory management and quality control are also drawn 
for identifying further costs and intricacies of the business. Finally, the budget for 
operational plan is also drawn. 

(c) Organizational Plan: The organizational plan indicates the pattern of flow of 
responsibilities and duties amongst people in the organization, it provides details 
about the board of directors, it can also enlist the manpower plan that would be 
required to put life into the company and it would also enlist the details about the 
laws that would be governed in managing the employees of the organization. In the 
end the organizational plan is also budgeted. 

(d) Financial Plan: The financial plan is usually drawn for two to five years for an existing 
company. A summary of previous financial data is given, whereas for a new organization 
the following projections are drawn: 

❖ Projected Sales 

❖ Projected Income and Expenditure Statement 

❖ Projected Break Even Point 

❖ Projected Profit and Loss Statement 

❖ Projected Balance Sheet 

❖ Projected Cash Flows 



78 ■ Entrepreneurship 


❖ Projected Funds Flow 

❖ Projected Ratios 

VIII Critical Risks: The investors are interested in knowing the tentative risks to evaluate 
the viability of the project and to measure the risks involved in the business. This can 
further give confidence to the investors as they can calculate the risks involved in the business 
from their perspectives as well. 

IX Exit Strategy: The exit strategies would provide details about how the organization 
would be dissolved, what would be the share of each stakeholder in case of winding-up of 
the organization. It further helps in measuring the risks involved in investing. 

X Appendix: The appendix can provide information about the Curriculum Vitae of the 
owners, Ownership Agreement, Certificate from Pollution Board, Memorandum of 
Understanding, Articles of Association and all the supporting agreements/documents that 
can help in marketing the project viability at large. 

Format of A Project Report 

(I) Cover Sheet (name of company, address, promoters) 

(II) Table of Contents 

(III) Executive Summary (2-3 pages) 

(IV) The Business 

(a) Objective for setting up business 

(b) Brief history of past performance (if any.) 

(c) Form of ownership 

(d) Name, qualification of the owners 

(e) Proposed/actual headquarters 

(f) Proposed/actual capital structure 

(V) The Funding Requirements 

(a) Debt 

(b) Equity 

(VI) The Product/Service 

(a) Description of product/service 

(b) Comparative analysis with similar products/ substitute products 

(c) Patents, trademarks, copyrights, franchises, and licensing agreements 
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(VII) 


The Plan 

(a) Marketing plan 

♦ Market demography, like profiles of customers and end-users; preferences 
and needs 

♦ Strengths and weaknesses of competitors 

♦ SWOT Analysis of the market 

♦ Marketing Mix Strategy 

■ Product Mix Strategy 

■ Promotion Mix Strategy 

■ Pricing Mix Strategy 

■ Distribution Mix Strategy 

(b) Operational Plan 

(a) Plant Location 

(b) Plant Layout 

(c) Material Requirement 

(d) Inventory Management 

(e) Quality Control 

(c) Organizational Plan 

♦ Organizational Chart 

♦ Details About the Board Of Directors 

♦ Manpower Planning 

♦ Legal Aspects of Labour 

(d) Financial Plan For Two-Five years 

♦ For existing companies, a summary of previous financial data 

♦ Projected Sales 

♦ Projected Income and Expenditure Statement 

♦ Projected Break Even Point 

♦ Projected Profit and Loss Statement 
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♦ Projected Balance Sheet 

♦ Projected Cash Flows 

♦ Projected Funds Flow 

♦ Projected Ratios 


(VIII) 

Critical Risks 

(IX) 

Exit Strategy 

(X) 

Appendix 


(a) 

Curriculum Vitae of the owners 


(b) 

Ownership Agreement 


(c) 

Certificate from pollution board 


(d) 

Memorandum of Understanding 


(e) 

Articles of Association 


(0 

Other documents that help in m 


arketing the project viability. 
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SAMPLE PROJECT REPORT 


PROJECT REPORT ON TEA CAFE' 


Name of the Organization 

CHAI 


Owners 

Alam and Saurabh Malhotra 


Prepared By 

SHIKHA SAHAI 

C 851, Sector C, Mahanagar, Lucknow 
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III. Executive Summaiy 

India is the largest producer and consumer of tea. This is where the opportunity lies! Chai is the oldest tea 
trader in the state of Uttar Pradesh. We are catering to tea-lovers with Darjeeling Tea, Sikkim Tea, Niligiri 
Tea and Assam Tea since 1929. Chai offers the world's finest teas in more than 100 varieties. We are at 
present trading in UP and some cities of Maharastra and Rajasthan. In the proposed business plan we 
intend to enter a new business - the fast-food joints. The fast food culture is on the rise amongst 
teenagers, working professionals and public at large. The reasons are simple - the adopting of Western 
culture, rising incomes and the simplicity of arranging for any kind of meeting; be it business or social. In 
the business plan proposed below, Chai cafe wants to enter into a highly competitive market of fast food 
and coffee cafe. But there is no single food joint offering tea as a speciality that would act as a USP for the 
company. The market offers tremendous opportunities. Market survetys and estimations have revealed 
that the potential market is as large as 70,000 customers. The financial projections have been conservative 
based on assumption that even if acceptability is bty only 1% of the total market, (which is Quite conservative), 
markets display a handsome profit of 25%, which is veiry promising and motivating for the owners. 

Both the owners are well educated, talented and motivated. Thety envision creating chains of similar fast- 
food centres in the whole countiy. Since this is their nascent project individually, they are seeking loans 
from banks. Though they are new to the business they are supported by their fathers who have a sound 35 
_years of experience in business. 

IV. The Business 

Objective: To provide high Quality and variety of tea and fast food in the state of UP 
Form of ownership: Partnership Firm 

Name, Qualifications of the owners: Owner I: Alam 

Educational Qualification: M. Com 
Owner 2: Saurabh Malhotra 
Educational Qualification: MBA 

Proposed headquarters: Kapoorthala, Lucknow 

V. The Funding Requirements 

(a) Debt: The debts would be borrowed from family members, on which no interest rates would be 
charged. A loan would be requested from banks and other funding agencies. 

(b) Erjuity: No eQuity funds. 

VI. The Product/Service 

(a) Description ofproduct: The product offered to the market will be 'Tea and Accompanying 
Snacks'. 
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(b) Comparative analysis with similar products/substitute products: there are more than 69 coffee 
house-cum-snack bars in the city of Lucknow but there is no food joint that offers variety of tea. 

(c) Licensing agreements have been obtained from the Lucknow Development Authority. 

VII. The Plan 

Marketing Plan 

• Market Summary: 'Chai' Chai has entered a mature market, which is highly competitive. There are 
69 coffee houses in the city of Lucknow but 'chai cafe' would be offering 100 variety of Indian tea and 
coffee plus bakery products. 

• Market Demography: Potential customers can be divided into following broad categories: 

(a) School/College-going students 

(b) Working professionals 

(c) Senior citizens 

• Market Research 

A market research on 100 respondents evenly distributed amongst the demography discussed 
above revealed following results: 

(a) 89% respondents visit fast food centres/coffee houses in at least once a week. 

(b) 70% correspondents visit thrice a week. 

(c) 76% respondents order for some snacks along with tea/ coffee/ cold drink. 

(d) More than 8,000 individuals pass that way (where the tea cafe is proposed). 

• SWOT Analysis of the market: SWOT analysis provides us with an opportunity to examine 
internal strengths and weakness and external opportunities and threats. 

Strengths 

• Tea at 'Chai cafe' is of premium Quality and has been in the market for more than I00_years 

• More than 100 variants of tea are available with 'Chai Cafe' 

• Employees at Chai are highly dedicated, loyal and understand the taste of customers in Lucknow. 

Weakness 

• Inadequate finance to start an independent cafe 

Opportunity 

• Market is growing at the rate of 20% 

• Lucknow is becoming hub of all the major business centres 

• The middle class is growing at the rate of 27% 
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Threats 

• There is lot of political interference in Lucknow 

• The market is already saturated with 69 cafe's in the city 

• Emergence and preference of multiplex culture 
❖ Marketing Mix Strategy 

♦ Marketing Objective: 

(a) To grow sales by 10% everyyear 

(b) Diversify services 

(c) Build customer loyalty 

♦ Market Segmentation: potential customers can be segmented into students, working 
professional and senior citizens. 

♦ Target market: All the segments would be targeted 

♦ Market Positioning: The cafe would be positioned as "A food joint that specializes 
in tea and provides sumptuous snacks for all age groups." High Quality products and 
customer centric services would be our priority. 

♦ Product Mix Strategy 

1. 100 flavours of tea 

2. Espresso Coffee and cold drinks 

3. 35 varieties of icecreams 

4. Bakeiy items like cake, pastries, pizza 

5. Home delivery through Dial-and-order services 

♦ Pricing Mix Strategy: leadership pricing to maintain its premium Quality and brand 
eouity 

♦ Promotion Mix Strategy 
Promotion would be through 

(a) Radio advertisements on AIR FM and Radiocity 

(b) Through pamphlets 

Facilities Plan/Operational Plan 

(i) Plant Location: The location of Chai cafe would be adjacent to CMS School, Aliganj, Lucknow. This 
location is ideal because it provides access to all the potential customers discussed in the market 
demography. Market research has given an indication that around 8,000 individuals pass this street 
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eveiyday. There are about 2,000 students in the adjacent school and more than 150 offices in the 
nearby Aliganj area. Moreover, Lucknow University and IT College are 3 km from this place. The 
total number students in them are more than 25,000. The population of Sector B Aliganj is 
approximately 30,000. Thus we have approximately 70,000 potential customers. Initially the 
location would be leased at Rs. 10,000 pm and with electricity, salaries and material cost, the total 
cost per month would be Rs 30,000. 

The equipments that would be required are ice-cream machines, coffee-maker, refrigerator, food display 
counter, computer and air conditioner. 

The layout would be a simple L-shaped selling counter with a seating capacity of 50 people at a time. 
Storage space of food would also be required. 

Organizational Plan 

It would be a partnership establishment. Saurabh and Alam would be the partners, with equal ownership 
in business. The duties and responsibilities of each would be as under: 

Saurabh: Would be responsible for general administration. This would include all the administrative/HR 
activities: recruitment, training, development, compensation, performance appraisal and everyday working. 

Alam: Would be responsible for sales and marketing as well as financial accounting. He would make 
promotional efforts, monitor sales, maintain accounts, payroll, billing and payment of taxes. 

Financial Plan For Two to Fiveyears: Break Even Analysis, Projected P&L Accounts, Funds Flow 
Statement and Balance Sheet for three consecutive years have been attached in the annexure. The 
business is expected to breakeven in the latter part of the firstyear and expected to register profits from 
januaiy in the secondyear. 

VIII. Critical Risks 

The following types of risks are involved 

(a) Excessive political interference 

(b) Non-acceptability of the product and services 

IX. Exit Strategy 

If the proposed project does not run successfully we would wind it up and payback the loan by selling the 
machineries, equipments and tools. Moreover, we have enough financial backing from our ancestral 
property, in case we are not able to run the business profitably, we would still be able to pay back the loan 
by selling our ancestral property. 

X. Appendix 

(i) Curriculum Vitae of the owners 

(ii) Ownership Agreement 

(iii) Certificate from pollution board 

(iv) Memorandum of Understanding 
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Samridhi 


Business Plan For A BPO (Business Process Outsourcing) in Lucknow 


Prepared By 

SHIKHA SAHAI 

C-851, Sector C, Mahanagar, Lucknow 
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III. Executive Summaiy 

Business Process Outsourcing (BPO) is the delegation of one or more IT-intensive business processes to 
an external provider that in turn owns, administers and manages the selected process based on defined 
and measurable performance criteria. 

The Business Process Outsourcing (BPO) industry in India has been growing 70 % ayear and is now worth 
$1.6 billion, employing more than 100, 000 people. And as McKinsey analysts put it, BPO has to grow only 
27% till 2008 to deliver $17 billion in revenue and employment of a million people. BPO organizations 
combine the use of highly effective and empowered company representatives with a service framework that 
relies heavily on state-of-the-art communications and information technologies. Call centres in India are 
already on a boom with different companies operating like British Airways, GE Capital, American Express, 
Whirlpool, Compaa Asian Paints, Dell Computers, Hutchison Whampoa, 3com, Citibank, Swiss Air, etc. 

Samiridhi Industries proposes to set up a BPO in Lucknow-The capital of Uttar Pradesh state. It proposes 
to offer customized business data processing services that match international standards in terms of 
precision and timely execution. Samridhi plans to opt for a franchisee model, in which it plans to take the 
franchise of a leading BPO training centre and BPO service providers. In doing so, the parent company 
would assist in establishment and running of the business. The expertise, knowledge and experience of 
the parent company will help Samridhi in understanding and running the business successfully. The 
availability of massive land with the owner and human resources in the local market at much lower rates (as 
compared to metropolitan cities in India) and excellent infrastructure (good roads, power supply) are 
some of the key strengths of the project. The business plan below is presented beforeyou to project the 
prospects of setting up this venture in Lucknow. 

IV. The Business 

(a) Objective of setting up business: To provide world-class, state-of-the-art business process 
outsourcing services in the city of Lucknow as a subsidiaiy to the parent company. 

(b) Brief introduction of the company: Samridhi has been established in theyear 2006 for providing 
state-of-the-art BPO services in the city of Lucknow. 

(c) Form of ownership: Samiridhi is a single proprietorship company which would become a franchisee 
of a parent brand that would have tie-up with the company. 

(d) Name, Qualification of the owners: Mr Sharad Kumar, Charted Accountant with sevenyears of 
experience in private practice of charted accountancy. 

(e) Proposed headouarters: 123, New Hyderabad Colony, Lucknow. 

(f) Proposedcapitalandgain structure: Samridhi will offer the land and the parent brand will offer 
construction of the infrastructure. The management will be joint but the day-to-day administration 
will be carried out by Mr. Sharad Kumar 60:40 (Samiridhi will have 60% profit) and the parent brand 
will have 40% profit). 

(g) industry Background 
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IT Enabled Service (ITES) includes those activities that are carried out based on the application of 
Information Technology. In other words, IT Enabled Services cover the entire range of services which 
exploit information technology for empowering an organization with improved efficiency or a type of 
service which may not be possible to be rendered cost-effectively without IT. The activity could be internal 
to the organisation i.e. meant to increase the operational efficiency through workforce residing within the 
organisation or could be outsourced. The outsourced or cross-border IT enabled services is now receiving 
greater attention as this categoiy of ITES has a great potential for growth and contribution towards 
employment opportunities in India. IT Enabled Services are business processes and services performed or 
provided from a location different from that of their users or beneficiaries and are delivered over telecom 
networks and the Internet. IT Enabled Services include areas like transaction or accounts processing, 
credit card processing, remote investment research, customer interaction services, animation, translation 
and transcription etc. 

IT Enabled Services in INDIA (Overview) 

After the software services industry put India in the world map, it is the turn of IT Enabled Services (ITES), 
which has taken up the baton to keep the Indian flag high and flying. ITES was the silver lining in the dark 
clouds of the Indian IT marketplace during the turbulentyear of 2001 as it posted a growth of 73 %, from 
a turnover of Rs. 4,100 crore in 1999-2000, to nearly Rs. 7,100 crore in 2001-02. 

This growth opened windows for job opportunities, service offerings, foreign investments, infrastructure 
and emergence of internationally reputed ITES companies from India. The ITES contributed $1.5 billion to 
the Indian IT industry total size of $13.2 billion for theyear 2001-02. But a growth of 73% posted during 
theyear has clearly indicated that ITES will end up being one of the significant contributors of the Indian 
IT industiy in the comingyears. 

The ITES sector currently employs around 107, 000 personnel. According to a Nascom-McKinsey Study, 
the ITES segment will generate job opportunities for over 1.1 million Indians and a revenue potential of 
Rs. 81,000 crore ($17billion). 

India is well positioned to derive benefits from the ITES market and become a key hub for these services. 
The country's strengths in the form of low staff costs, a large pool of skilled, English-speaking workforce, 
conducive policy environment and government support has made India a popular choice for customers 
seeking outsourced services. 

Potential for India 

As per a survey done by NASSCOM, IT Enabled Services is expected to increase its revenue to US$I7-I8 
billion by 2008 and would employee more than I million people. 


IT Enabled Services 

20l0(Projection) 

Can be Employed 

Rs. Billion 

Back Office Operation/Revenue 

Accounting/Data Entry/Data Conversion 

2, 60. 000 

1,900 

Remote Maintenance and Support 

1, 80, 000 

1,350 
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Medical Transcription/Insurance Claim 

Processing 

I, 60, 000 

no 

Call Centres 

1, 00, 000 

60 

Data Base Services 

1, 00, 000 

65 

Content Development 

3, 00, 000 

250 

Total 

II. 00, 000 

810 


Advantages in India 

India offers many advantages to serving as an IT Enabled Services destinations for major global companies. 

These include: 

1. A virtual 12- hour time zone difference with the USA and other major markets for IT Enabled 
Services. 

2. A huge pool of English-speaking and computer-literate manpower that can continue to cater to the 
growing demand for professionals for IT Enabled Services. These professionals are skilled as well as 
Quality conscious. 

3. Cost of Qualified personnel is amongst the lowest in the world. 

4. Stable legislative and economic framework. 

5. Many state governments in India offer special incentive and infrastructure for setting up IT Enabled 
Services. 

6. Thrust bty the Government of India to make India an IT-driven nation with focus on the services 
sector their potential for value addition and thus premium is higher. 

7. India enjoys very strong brand eouity in major markets, thanks to its growing and globally competitive 
software industty. The proliferation of IT enabled services and its continuing demand-led growth 
maty well emerge to be a strong opportunity for India, both in terms of generating employment and 
exports. 

(h) Government Policies 

❖ The Indian government recognizes that Information Technology will influence economic 
development extensively in the future. IT is a part of government's national agenda and all 
policies are driven to achieve maximum benefit to this industty. 

❖ The liberalization and deregulation initiatives taken bty the Indian government are aimed at 
supporting growth and integration with the global economy. The reforms have reduced 
licensing requirements and made foreign technology accessible. The reforms have also 
removed restrictions on investment and have made the process of investment easier. 

❖ The government is actively promoting FDI, investments from NRIs (Non-Resident Indians) 
including Overseas Corporate Bodies (OCB's) owned bty the NRIs. FDI can be brought in 
through the automatic route, based on powers accorded to the Reserve Bank of India. 
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❖ Till 1994, DOT was the sole provider of basic telecom services in India. The new National 
Telecom Policy has opened the field for private participants. 

❖ After realizing the potential of India as a major IT power, the government has taken several 
initiatives to promote the development of IT. The Ministry of Information and Communication 
Technology is playing an active role in developing the infrastructure that supports the 
development of information technology. The IT Bill passed in 2000 provides a legal framework 
for the recognition of electronic contracts, prevention of computer crimes, electronic filing 
of documents, etc. 

❖ Amendments have also been proposed in the Indian Evidence Act, Indian Penal Code and 
the RBI Act. The mechanism of digital signature has been proposed to address the issues of 
jurisdiction, authentication and origination. 

❖ Recognizing the importance of Venture Capital Funding, the Ministiy of Information 
Technology has set up a National Venture Fund for the Software and IT Industiy with a corpus 
of Rs. 100 crore in association with the Small Industries Development Bank of India (SIDBI) 
and Industrial Development Bank of India (IDBI). The aim of the Fund is to provide venture 
capital to start up software professionals and IT units in the small-scale sector. 

❖ The IPR law in India 

V. The Funding Requirement 

(a) Debt:Samm(M is seeking loan from SBI-a public sector bank-to meet 50% of its initial capital 
needs. 

(b) Eouity: The promoter, Mr. Sharad Kumar, would be providing the remaining 50% of the capital from 
his personal savings. 

VI. The Plan 

The Plan 

The Strategic Plan 

Samridhi is veiy close to the finalization of a deal with Cifylnfosoft Pvt. Fimited. Cifylnfosoft is a leading 
training and development organization with branches spread throughout the country in the domain of call 
centre training and career services. Cifylnfosoft would help in setting up the entire operation units as they 
have their standard dimensions for infrastructure and technological support, which Samridhi will have to 
follow. Apart from this, Cifylnfosoft would also help in training the faculty and in finding prospective 
students for training and final placement with Samridhi. All this assistance would help Samridhi in coughing- 
up the early adjustment hiccups that an enterprise faces in the early stages of establishment. The 
proposed feasibility report for Samridhi by Cifylnfosoft is given in the annexure. 


Contd... 
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Marketing Plan 

Market Analysis 

Analysis of Lucknow as a market for BPO service provider: 

Advantages and Disadvantages of the Lucknow market. 

The Advantages 

Lucknow has a large population of highly educated people, a well-developed infrastructure and a large 
unemployed workforce. The cost of labour is cheaper than metropolitan cities of India. The government is 
also stable and is offering subsidies for investment in the state of Uttar Pradesh. 

The Disadvantages 

The customers find difficulty in understanding the English spoken in India. Moreover, the bureaucratic 
interference in UP is high. The attrition rate of the emplotyees is also high. 

Market Research 

Market research carried out in Lucknow city has revealed the following facts: 

(a) The BPO market is constantly growing in India. But with the rising cost of the metro cities, the 
companies in this sector are constantly searching for newer cities. 

(b) Lucknow as a city offers immense potential of successfully running a BPO. At present there are 
more than 12 BPOs-big and small like Genpact, Hutch, EXL, running successfully in Lucknow. 

(c) Availability of educated, English speaking population is in abundance. 

(d) The existing franchisees in other cities are doing well and are satisfied with the support offered to 
them bty Citylnfosoft. 

Marketing Plan 

The marketing plan has been designed after consultation with Citylnfosoft, market research and expectations 
of the clients (both students and companies). Samridhi proposes to offer following services: Customer 
Interaction Services, Transcription/Translation services, Content development/GIS, other services. In the 
firstyear of operations Customer Interaction Services and Transcription Services would be introduced and 
the other products would be introduced in the subseouentyears. Since the company will be a franchisee 
operation of the parent company, the onus for advertisement and promotion would be on the parent 
company and hence Samridhi would enjoy promotion without any investment. 

Operational Plan 

The proprietor Mr Sharad Kumar, owns a land of one acre in New Hyderabad Colony, Lucknow. He proposes to 
lend this land for building infrastructure to the parent company. The location is supported ty excellent infrastructure 
in terms of good roads, adequate power supply and good broadband and telecom services. Both the parent brand 
and Samridhi would share the cost of equipments including computers, telephones, faxes etc. 


Contd... 
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As stated earlier the standards of layout, equipments and tools, stud}/ material would be provided by 
Cifylnfosoft. Moreover, they would also assist in searching prospective students, their final placements 
with Samridhi and in the smooth running of 1TES operations at Samridhi. 

Organisational Plan 

Samridhi will be a single proprietorship firm owned by Mr Sharad Kumar. His resume is in the annexure. He 
would take care of the management of day-to-day operations. Moreover, Cifylnfosoft would be providing 
assistance in recruitment and training of employees, in procuring customers (both students who would be 
trained and BPO service seekers) and also in managing the enterprise. Since the attrition rate is very high the 
human resource policies have to be made attractive enough to retain the employees. This would mean higher 
salaries, higher scope for growth and development, effective training programmes, recreational activities and 
fringe benefits. All these activities would go a long way in making the business plan a success. 

Financial Plan For Twoyears: Break Even Analysis, Projected P&L Accounts, Funds Flow Statement and 
Balance Sheet for three consecutiveyears has been attached in the annexure. The business is expected 
to breakeven in the secondyear and expected to register profits from lanuaiy in the thirdyear. 



Chapter 4: Business Planning Process ■ 95 


ANNEXURE TO THE PRO|ECT REPORT ON SAMRIDHI 


Feasibility Report 

Project's Feasibility 

Cifylnfoft Feasibility Study for Samridhi 


Fee from 20 student @10500 per months 

Rs 2, 10, 000 

Registration fee @ Rs 500 per student 

Rs 10, 000 

Total Income 

Rs 2, 20, 000 

EXPENDITURE 


1. Royal fee @20% of total fee per student 

Rs 40, 000 

2. Centre Premise Rent 

Rs 15, 000 

3. Salaries 


a) 2 nos. Faculty @ Rs 10, 000 

Rs 20. 000 

b) 1 Counsellor @ Rs 6, 000 

Rs 6, 000 

c) 1 Receptionist @ Rs 4, 000 

Rs 4, 000 

d) 1 Centre manager @ Rs 12, 000 

Rs 12, 000 

e) 1 Peon @ Rs 2, 000 

Rs 2, 000 

4. 20 Student Course Kit 

Rs 10, 000 

5. Electricity 

Rs 3, 000 

6. Advertisement 

Rs 10, 000 

7. Telephone 

Rs 1, 500 

8. Misc. Expenses 

Rs 3, 000 

Total expenses 

Rs 1, 26, 000 

Total Income Less Total Expenses 

Rs 93,500 


Curriculum Vitae 

A detailed Curriculum Vitae of Mr Sharad Kumar is to be attached here. 

Financial Projections 

Various financial projections are to be made here. 
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SUMMARY 

A business plan is an outline of a business giving details of the finance, assets, staff, products 
or services and markets. It guides the entrepreneur, identifies possible problems and is also 
used in funding applications. The business plan sets out how the owner of a business 
intends to realize its objectives. Steps in a business plan include: Idea Generation, 
Environmental Scanning, Feasibility Analysis, Functional Plan (Marketing plan, financial 
plan, organizational plan and operational plan), Project Report Preparation, Evaluation, 
Control and Review. Planning is essential in all organizations and company plans should be 
documented in the form of a project report. This chapter presents a comprehensive discussion 
and outline of a typical business plan. All the key elements in a business plan are discussed 
and a format of a business plan is presented at the end of the chapter. 

REVIEW QUESTIONS 

1. What is a business plan? Describe it in detail. 

2. Discuss the types of environmental analysis. 

3. What is feasibility analysis? Discuss its types. 

4. What is market research? Discuss. 

5. Why is a business plan important to the entrepreneur? 

6. What are the essentials of a good project report? Discuss. 

PROJECT 

Draw a business plan for any hypothetical organization of your choice. The product would 
be from any one of the five innovative projects that you had selected from Outlook magazine 
from the previous end of the chapter project (do a through research for collection of data for 
both environmental study and feasibility analysis) and then prepare all the functional plans. 



c 



^ Drawing Functional Plan-1: 
Marketing Plan 


LEARNING OBJECTIVES 

After reading this unit, you will be able to understand: 

• Market Research 

• Segmentation 

• Market Positioning 

• Developing Marketing Mix Strategies 

• Packaging and Labelling 

• Pricing Mix 

• Promotional Mix 

• Distribution Mix 

• Channel Levels 

• Strategies for Distribution Intensity 

• Budgeting the Marketing Strategies 


Meet Mukesh Ambani, the elder son ofDhirubhai Ambani. Mukesh was born with silver spoon (probably 
gold), but he did not rest on his father's luxury. He did his MBA from Stanford University and then in 1981 
he joined his father's business. Since then he has been constantly proving that he fits the equation of "like 
father-like son”. He has recently been adjudged as the richest Indian with [net worth capital of...?] He has 
not rested on this as well. He has some major plans to move into retail, real estate and biomedical. His 
retail plans are as under: 

Reliance plans to enter big in the retail segment, which was till now dominated by the largest number of 
chained outlets-Pantloons (now Future Group). Reliance plans to enter 1,500 cities and towns all over 
India with 5,500 outlets. They have started their operation from Hyderabad, Andhra Pradesh and many 
more they plan to open one store eveiry week in the state. Reliance has planned three types of layouts. 
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Format 1: Food and beverages stores which would sell packaged foods, beverages, fruits and vegetables. 
Format2 :Staple food like rice, sugar along with food and beverages 

Format3: Hypermarkets with 4,000 souare feet and more, which would be selling eveiything from food 
to consumer durables to apparels. 

Big Plans Indeed! Best Of Luck! 

Planning is essential for all business enterprises. Developing a strategic plan is one of the 
earliest activities that is undertaken by an entrepreneur. Strategic plan is the overall game 
plan of the organization. It provides direction to the rest of the functional plans. The 
strategic plan formulates the mission, vision and objective of the organization. The short¬ 
term and long-term objectives that have evolved from the mission statement, which in turn 
has evolved from the promoters philosophy and dreams (the vision), turn out to be successful. 
Hence all the functional plans should be linked to and evolve from the strategic plans. 



Functional Plan Evolve From Strategic Plan 


The strategic plan formulates the vision (the dream business) which provides direction for 
the company, the vision helps in formulating the mission which finally leads to laying 
down the objectives, which would lead to the attainment of mission and vision of the 
organization. 

A marketing plan aims at planning the marketing strategies for a company, its products or 
services. Marketing plan analyzes the market opportunities (through market research), 
identifies profitable segments and targets them through a compounded marketing mix 
strategy (which involves strategies for product, price, place and promotion). 

All good marketing plans must evolve from and support the overall strategic plan of the 
business. 
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Moreover, considering the dynamic nature of modern markets catalyzed by excessive 
competition from domestic and international markets, marketing plan should be a frequent 
activity i.e.; marketing plans should be frequently evaluated and changed to satisfy the 
changing demands of the customers. 

For example, HLL on seeing the excessive competition in the fast moving consumer durables 
came up with the marketing strategy of 'One Product Every Month'. 

Marketing plan forms the backbone of any business enterprise. A careful, well crafted 
marketing plan is only possible if it is based on a through market research. 

MARKET RESEARCH (MR) 

The success of any business venture lies in the existence of markets. Unless the entrepreneur 
identifies the existing needs or potential needs of the market he cannot translate these 
needs into products/services that would be acceptable by the market. In the past, the 
intuitive ability of the entrepreneur was a good enough method for understanding the 
needs of the consumer, but in today's changing times with cut-throat competition, 
globalization, changing preferences of consumers, customer diversity and internationalization, 
a thorough market research has become the precursor to introduction of any product / 
services in the market. 

Marketing research is the process of collecting information on any facts relevant to market. 
Market research is a systematic collection of information, its analysis and interpretation to 
strategize some relevant business decision like whether one should enter new markets, 
whether one should charge premium prices, what kind of discounts would be more attractive 
to the customers etc. 

Why Market Research? 

The success of any business venture lies in the existence of the markets. Unless the 
entrepreneur identifies the existing needs, the product and services he plans to offer would 
not be acceptable by the market. In the past the intuitive ability of the entrepreneur was 
good enough method for understanding the needs of the consumer but now in the changing 
times of liberalization and globalization, where the consumer has access to greater number 
of products and markets, a thorough market research has become precursor to introduction 
of any product/service in the market. The purpose of market research is not only to assess 
customers demands but also make decisions in relation to the direction in which the business 
plan should move. For example, if an entrepreneur finds that his product X is losing 
attractiveness because of price war and competition, he should start considering venturing 
into something else. The purpose of market research is not only to assess customers but also 



100 ■ Entrepreneurship 


make decisions in relation to the direction in which the business plans should flow. For 
example, if an entrepreneur finds that his product X is losing attractiveness because of price 
war and competition, he should start foraying into new business operations. 

Information that can be collected through MR 

Irrespective of the type of product (be it an FMCG or an industrial good) the marketing 
research needs to assess the demands of the consumers. A broad category of information 
that is desired by any organization through market research includes: 

(i) The total size of the current market 

(ii) The total size of the potential market 

(iii) The growth rate of the market 

(iv) Consumer demography 

(v) Consumers preferences 

(vi) Consumers perception about product quality, price, brand etc. 

(vii) Consumers satisfaction 
(viii) Product usage rate 

(ix) Consumer buying behaviour 

(x) Current price analysis 

(xi) Current sensitivity analysis 

(xii) Distribution level 

(xiii) Effectiveness of distribution network 

(xiv) Effectiveness of promotional efforts 

(xv) Competitor's analysis to assess market share, pricing strategies, distribution and 
promotional efforts 

And many more in-depth market analysis, which go a long way in planning the marketing 
strategies. The information collected from the market research is quite exhaustive and hence 
strategic decisions based on the market research can propel a business enterprise into a head 
start/growth path. 

Steps involved in conducting the market research are: 

(a) Formulating Objective 

(b) Research Design 
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(c) Data Collection and Tabulation 

(d) Data Analysis 

(e) Documentation 

(f) Decision Making 

(a) Formulating Objective: The first and foremost step in market research is formulation 
of the objective for a market research. What is the purpose of market research? All the 
series of steps of marketing research would be dependent on the objective. The research 
should spend enough time in assessing the need for research and hence decide on the 
extent of descriptiveness of the research. Research objectives should be defined clearly. 
Objectives should state the reasons for conducting the research. The objective should 
be able to have linkage with the existing problem or explore opportunities available in 
the market. The research objective should be concise and provide a clear direction to 
the research. A focused approach in research can provide meaningful results. Usually, 
the research has certain preconceived assumptions about the end results of the research. 
Care should be taken that they do not create a halo around research. The best method 
to do this is to convert these assumptions into hypotheses, which can be further put 
to test. The hypotheses should be examined thoroughly to check their relevancy with 
the objective. Well-crafted hypotheses can form the basis of an efficient and effective 
market research. 

(b) Research Design: The next step is research design, which is like a blueprint of the 
entire market research. There are three types of research designs: 

(i) Exploratory Research Design 

(ii) Descriptive Research Design: It is based on primary data collection. It collects 
first-hand information about the focus group: age, education, income. Eg. "To 
study and analyze the consumption pattern of the middle class in the metropolitan 
cities of India". 

(iii) A Casual Research: The objective of casual research is to study the cause and 
effect relationship between two or more variables. Eg. "To study the effect of 
decrease in price of Pepsi on its sale during summer". 

(c) Data Collection and Tabulation: The data collection can be both primary data and 
secondary data. The decisions that are to be taken for data collection include: 

(i) Type of data collection: primary vs secondary data 

(ii) Method of data collection 

(iii) Type of sampling techniques used 
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Secondary data is the data already available through various sources like magazines, annual 
reports, Indian Statistical Organization etc. Primary data is the data that the researcher has 
to personally collect. This is required when the secondary data is inadequate or unavailable, 
or unrealistic. Primary research can be both qualitative and quantitative. When the variables 
(for which the data is collected) can be put into measurable unit it is called quantitative 
data. When the data cannot be converted into measurable unit it is called qualitative data. 
Various sources of primary data collection include: Observation, Questionnaire, Interview, 
Schedules, Checklist, Essay Writing, Telephonic Conversation, Personal Interview. 

Data collection can be both by census and the sample method. Census method collects 
data from the entire targeted population. Though it helps in getting the real picture of the 
research under consideration, it throws up the constraints of time, cost and huge size of the 
targeted population. Hence in the researches involving huge size of the population, it has 
been found that instead of collecting data from the entire population, if data is collected 
from a representative population, it can give ample information for organizational decisions 
and strategies. Hence, sampling can be defined as the process of collection of data from a 
representative population. Determining the sample design and sample size is yet another 
crucial decision that has to be taken by the market researcher. The various types of sampling 
techniques are: 

1. Random Sampling: When every unit in the universe has an equal chance of being 
selected for the sample it is called random sampling. 

2. Systematic Sampling: When a sampling fraction is calculated and then randomly a 
number is chosen from each fraction group, it is called systematic random sampling. 

3. Stratified Random Sampling: When the entire population is divided into mutually 
exclusive strata and the through simple random sampling data is collected from each 
strata, it is called stratified random sampling. 

4. Multistage Sampling: When the population is divided into sub-population stage by 
stage and then data is collected from the final sub-group it is called multi-stage 
sampling. 

5. Multiphase Sampling: When information is collected from the entire population and 
then additional information is collected from only a part of the original population, it 
is called multiphase sampling. 

6. Quota Sampling: When fixation of certain quota of the entire population is used to 
collect detailed information it is called quota sampling. 

7. Judgmental Sampling: It is also called as purposive sampling. When the sample is 
drawn purposively, based on the judgment of an expert it is called judgmental sampling. 
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8. Convenience Sampling: When the data is collected on the basis of easy availability, it 
is called convenience sampling. 

In the process of gathering information, the researcher should begin by asking - who are my 
customers? The answer to this question must be realistic and logical. For example, if a toy 
shop owner in a city thinks that every child in the city and nearby cities will be my customers 
then he is making unrealistic estimates, which would lead to an ineffective marketing strategy. 
Rather than targeting such a large population, if he concentrates on nearby areas and 
collects information about the customers in the nearby areas like what is their average 
income, where do they shop, what prices they are ready to pay, what kind of toys they 
prefer, how many and what kind of toy shops are there in the nearby market, he would then 
be able to make use of marketing research better. 

Collecting genuine information is not easy, yet it is essential to make effective marketing 
strategy. Entrepreneurs should usually conduct a combination of both primary and 
secondary research. They should begin with desk research by collecting the information 
already unearthed by others. They can obtain this information from their local chambers 
of commerce, statistical organizations and even trade associations (every trade usually has 
an association). After collecting information from all the secondary sources the 
entrepreneur should step in for a real field research. After the collection of data, statistical 
tools are used for meaningful interpretation. 

SEGMENTATION 

Any business venture has limited resources and hence it cannot satisfy the needs and wants 
of all the customers. It is for this reason that segments are drawn. Segmentation is the 
process of dividing the market/customers into similar characteristics or behaviour. For 
example, the population of a city can be divided into toddlers, kids, teenagers, youth, 
middle age and old age. From these segments targets can be chosen and then the product is 
so positioned that it appears attractive to these targeted segments. Eg. if the product is an 
educational toy-targeted segments would be toddlers and kids (and their parents). The 
product should be so designed, promoted and priced that it appears attractive to them. 
There are number of variables in which markets can be segmented: 

1. Demographic Segmentation: When the target market is divided on the basis of 
population it is called demographic segmentation. This can be further divided into 
following segments: 

(a) Age: The needs and wants of people change with the age and hence the 
entrepreneur needs to identify the segment to which his products belong. The 
products/services are designed to satisfy the needs and wants of a particular age 
group like health drink for growing children, diapers for infants and babies, 
fashion accessories for teenagers etc. 
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(b) Income Segmentation: When the population is divided on the basis of income it 
is called income segmentation. For example, economy class is for commoners 
whereas business class/executive class is for high-income group. The premium 
price charged by the branded product is positioned for high-end group whereas 
the low prices of the Big Bazaar Mega Malls are meant to target the burgeoning 
middle class in our country. 

(c) Gender Segmentation: When the population is divided on the basis of gender. 
This is done because choices and preferences vary between males and females on 
products like cosmetics, magazines and clothes. 

(d) Educational Qualification: When segmentation is done on the basis of education. 
For example, laptops/computers would be demanded by computer literate 
individuals and CAD/CAM would be desired/required by individuals with 
engineering backgrounds only. 

2. Psychographic Segmentation: Segmentation that is based on lifestyle/personality of 
individual is called psychographic segmentation. 

(a) Lifestyle Segmentation: Segmentation drawn on the basis of interest, urgency, 
day-to-day activities, beliefs, opinions and attitude. For example, working women 
having young kids, upon coming back after a hectic day, would like to dial-and- 
order services of Dominos, whereas people who avoid pork would prefer to buy 
from a shop that keeps pork and chicken in separate refrigerator. 

(b) Personality: The customers associate personality with products. Like Five Star is 
associated with ambition, Santro is associated with tall boy car. 

3. Geographic Segmentation: When the segmentation is drawn on the basis of geographical 
region it is called geographic segmentation. It can be northern, southern, western, eastern, 
city or metro, urban or rural. For example, Lifebuoy is more common in rural areas than 
in urban areas, whereas Dove and liquid soaps are more common in the urban areas. 

4. Behavioural Segmentation: When the segmentation is drawn on the basis of behaviour/ 
attitude of consumer it is called behavioural segmentation. The behaviour/attitude 
vary on occasion, usage rate, benefits, loyalty status, buyers readiness, user status. 

Eg; personal loan can be sought on lifetime occasions like marriage, childbirth, illness, 
relocation, divorce. 

❖ Teenagers and young college graduates would be more frequent goers to a 
discotheque (usage rate). 

❖ Hepatitis injection was introduced when people were not inclined to get 
vaccinated as they were not aware of the dreadful disease (readiness). 
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❖ Internet banking has now become desirous for highly busy executives who find 
no time to go and pay for the bills personally (readiness). 

❖ Online shopping is still considered as a platform for losing credit card codes 
(hence people in India are still not ready for online shopping). 

Market Targeting is the process of evaluating various segments and identifying the number 
and type of segments that the business venture would target. The process of market targeting 
includes following steps: 

1. Market Evaluation: It is the process of evaluating/assessing all the segments. This 

assessment is done on the following criteria: 

(i) Assessment of the size of each segment 

(ii) Assessment of segment growth 

(iii) Companies' strengths and weaknesses to suffice the needs of the segment 

(iv) Potential opportunities and threats from the competitors, substitutes, buyers, 
suppliers, government 

They have now been explained below in detail: 

(i) Assessment of the size of each segment: The size of the segment would determine 
its attractiveness to the entrepreneur. The bigger the better. 

(ii) Assessment of segment growth: The market may not exist but the latent demand 
does, so it can lead to the growth/development of the product. Again the same 
rule-the bigger the better. 

(iii) Companies’ strengths and weaknesses to suffice the needs of the segment: If a market 
segment is very large say in Maharashtra but the manufacturing is taking place 
in UP and the transportation cost is eating up the margin. It is then better to 
shift to a smaller market like Uttaranchal. So the rule is not always the bigger 
the better, but the more profitable the better. 

(iv) Potential opportunities and threats from the competitors, substitutes, buyers, 
suppliers, and government: This would also affect the target. The rule is the 
lesser the threat and more the opportunity, the better would be the attractiveness. 

The best strategy is to club the strengths of all to draw an overall target market 
for the product. 

2. Target Market Selection: After the target market evaluation is complete the company 

has to decide which segments and how many segments it would target. It would 

depend on several factors like economies of scale, profitability, growth, size, lesser risk 
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of loss, entrepreneurial competency. There are five patterns available for selecting the 

target market: 

(a) Single Segment Concentration: If the company decides to concentrate on a single 
segment only. Like Junior Horlicks is targeted only for kids. 

(b) Selective specialization: Selecting a number of segments that are attractive. Archie's 
targets youth, middle age and elderly people. 

(c) Product Specialization: The product that the company makes can be sold to 
several segments. Like computers can be sold to households, public sector 
undertakings, hospitals, educational institutes etc. 

(d) Market Specialization: When the organization satisfies many needs of a particular 
group. Like Big Bazaar sells products ranging from vegetables, grocery, furniture 
etc. to the middle class. 

(e) Full market leverage: When the business tries to satisfy all customers with the entire 
product needs. The business might satisfy all the needs of a builder, from CAD/ 
CAM software, to expert skills of architects, to supplying building materials etc. 

MARKET POSITIONING 

After segmentation of the population, selecting the attractive target markets is the next step 
in positioning the product/service. 

Market positioning can be defined as the act of projecting the company's product/service 
in such a way that it appears attractive to them. It is an image making exercise which helps 
the company to portray to the targeted segment in such a way that it appears attractive to 
the customers. The end result of market positioning should yield a successful creation of 
value proposition-a logical reason for why should the target markets buy the products from 
them. For example, Sony which charges approximately 20% premium on its products, 
projects value proposition of quality to its product. 

The following variables should be assured for positioning the product/service. 

1. What image the company wants to project 

2. The pricing strategy 

3. The packaging of the product 

4. How competitors project themselves 

5. The type of product 

6. Product lifecycle 
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A successful STP is one that is in congruence with the marketing mix strategies so we now 
discuss marketing mix strategies. 

DEVELOPING MARKETING MIX STRATEGIES 
Product Mix Strategies 

Product is anything that can be offered to a market to satisfy the needs or wants. Products 
that are marketed include physical goods, services, experiences, events, places, persons, 
properties, organizations, information and ideas (Kotler) 

Philip Kotler had identified five levels of the product. 

Level 1: Core Benefit: The basic or fundamental service the customer is really buying. A 
student buys education from the school. 

Level 2: Basic product: The market has converted core benefit into a basic product. Like in 
our example of student seeking education in a school, the basic benefit would include 
classrooms, library, labs, chairs and tables. 

Level 3: Expected product: A set of attributes and conditions that buyers normally expect 
when they purchase this product. Like in our example of students, the expected product 
would be regular classes, working fans, lights and good teachers. 

Level 4: Augmented Product: Set of attributes and conditions that exceed customers' 
expectations. For example, providing mid-day meals to all students, individual counseling, 
home tuitions all free of cost to the students. 

Level 5: Potential Product: It includes all the possible augmentation and transformations 
that a product might undergo in the future. Like for a school, it could be e-classrooms, 
graduate level courses in the future. 

Product mix: 

A company's product mix has certain width, length, depth and consistency. 

(a) Width is the number of product lines the company carries 

(b) Length is the number of items in the product mix it has 

(c) Depth is the number of variants of each product line 

(d) Consistency is how closely related the various product lines are in end use, production 
requirements, distribution channels or some other way. 

Product Decision in product mix would mean which expansion would be more profitable 
to the business width, length, depth and consistency. For example, the product width of 
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HLL is Detergent, Soaps, Toothpaste, Personal Care. Product length would mean Detergent: 
Excel, Nirma, Tide. 

Product depth would mean the number of sizes of each product length that are available. 

Consistency: HLL products are quite consistent as they all belong to LMCG market. 

After understanding the various levels of a product let us now discuss the product decision 
that an entrepreneur needs to take: 

(a) Product mix: Entrepreneur needs to decide the length, with, depth and consistency 
of the product desired. 

(b) Branding Decision: When you go to buy a Sony TV or Thomas Cook tourism package 
or Honda City car you do not have to think twice about the quality and reliability of 
the product. That is what brand does. A brand creates an identity of quality, reliability 
and confidence for its customers. Brands have hence become the image building tool 
for any product. 

(c) Branding is the process of building, maintaining, protecting and enhancing identity/ 
image of the product. Scott Devis suggested a brand pyramid for constructing the 
image of the brand. At the lowest level of the pyramid is the brand attribute i.e. 
distinctive features of the brand, in the middle is brands benefit i.e. the benefit of 
using that particular brand and at the top are brand beliefs and values. The buyer is 
more interested in the middle level, the benefits and hence brands can be better 
positioned by building its image around the benefits. 

Building brand identity requires additional decisions regarding its brand name, logo, colour, 
punchline. Building brand image would lead to brand awareness/brand attractiveness/ 
brand loyalty/brand acceptability/brand preference. 

Brand equity is the positive differential effect that knowing a brand has upon customer 
response to the product or service (Kotler). 

With a high brand equity, product/service- 

(a) Appears to be more attractive to customer. 

(b) High price can be charged. 

(c) Company can introduce brand extensions because the brand is highly acceptable. 

(d) It provides defence against price competition. 

Hence branding is an important decision and can be divided into the following categories: 

1. Branding Decision on Brand or No Brand 

(i) Brand: Today everything is branded (preferred) be it salt, sweets, food anything 
you can think of. People are becoming brand-conscious. 
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(ii) No brand: But in certain product/company are returning to no brand. No brand 
market provides goods of standard or lower quality at a lower price. In a country 
like India, non-branded and less costly products have got a huge market. 

2. Branding Decision on brand sponsorship: 

(i) Manufacturing Brand: The brand name of the manufacturer is used to sell the 
product. 

(ii) Distributor brand: The brand name of distributor is used to sell the product. 

(iii) Licensed brand: The brand name gets a certified license from a regulatory body. 

3. Branding Decision on the basis of brand name 

(i) Individual name: The product gets an individual identity. The advantage is, 
even if the product fails or is perceived to have lower value, the quality of the 
entire company is not at stake. For instance, HLL sells Tide, Excel, Ariel all of 
different quality and different market segments. 

(ii) Blanket family name: One name for all its products. Microsoft sells all its products 
under the same brand name. 

(iii) Separate family name: Different names for different categories of products like 
GE has GE Countrywide, GE Finance, GE Call Centre. 

4. Brand Strategy Decision 

(a) Line Extension: Existing brand name has additional items in the same product 
category, like new flavour of ice-creams under CreamBell. Line extension can be 
based on variation in products due to size, colour, flavour, additional ingredients. 
Cerelac has line extensions like Cerelac Wheat, Cerelac Wheat Honey, Cerelac Mixed 
Veg, Cerelac Apple Cherry, Cerelac Orange, Cerelac Mixed Fruit, Cerelac Dal. 

(b) Brand Extension: When brand launches new products in other categories, like 
Clinic shampoo which introduced Clinic Plus hair oil. 

(c) Multi-brands, New Brands and Co-brands: When company introduces additional 
brand in the same product category it is called multi-branding. Like HLL has 
detergents with brand name Excel, Ariel, Tide. 

PACKAGING AND LABELLING 

Packaging provides brand image to the product. It creates convenience and promotional 

value, giving instant recognition to the brand. Developing an effective packaging requires 

several packaging decisions. These decisions are on: size, shape, material, colour, text, brand 
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marks, statutory text like ingredients for food-grade products, bar code for all kinds of 
products. Packaging decisions should be made while keeping the following things in mind: 

(a) Convenience of carrying good/handling 

(b) Price 

(c) Attractiveness 

(d) Safety of the product 

PRICING MIX 

Pricing is that element of marketing mix that produces revenue. The pricing decisions are 
based on the following factors: 

(a) Competitor’s price 

(b) Cost of the product/services 

(c) Demand of the product 

(d) Availability of the raw material 

(e) Overall marketing objective of the company. 

We now discuss the various methods of pricing. Based on the marketing objectives mentioned 
above, pricing strategy has been divided into the following kinds: 

1. Mark-Up Pricing: The simplest pricing method is add a mark-up/margin to the 
product's/service's costs to calculate the price. This is also called cost-plus pricing. 
Mark-Up Price = Fixed Cost + Variable Cost + Monetary Value of the % of mark-up 
desired. 

2. Target-Return Pricing: This pricing method is based on the targeted rate of return on 
investment desired by the entrepreneur. 

„ . . Unit Cost + Desired return * return on investment 

larget-Return Pricing = --- 

Unit sales 

Suppose the unit cost is Rs. 20 and total capital investment is Rs. 20,00,000. 

Variable Cost is Rs 20/- 

Fixed Cost is Rs 150/- 

Expected Unit of Sales 1000 targeted return 
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3. Perceived Value Pricing: This pricing method is based on the customers, perceived 
value of the product/services. Perceived value is made through products, quality, 
durability/reliability, customer support and co-brand image. It is also called 


psychological pricing. 

Competitors Price 12,000 

Company's 

Perceived superior quality 1,000 

Perceived superior after sale service 500 

Perceived superior durability 1,000 

Perceived superior brand image 2,000 


16, 500/- 

Hence the company fixes the price at Rs 16,500/- 

4. Value Pricing: When the company prices its products at lower prices with high quality, 
for customers who seek value for money, like in Big Bazar. 

5. Going Rate Pricing: When the company charges largely by benchmarking prices with 
its competitor then it is called going rate pricing. 

6. Geographical Pricing: When the pricing strategy varies from region to region it is 
called geographical pricing. 

7. Skimming Pricing: In this pricing strategy, relatively higher prices are charged for a 
short period of time and then the price is reduced so that the product becomes available 
to a larger market. 

PROMOTIONAL MIX 

Promotional mix is the process of educating consumers through various forms of media 
about all or some of the following: 

(a) Product Utility 

(b) Product Quality 

(c) Product Price 

Promotional mix helps in building brand image in the minds of end customers. In fact, it 
plays a major role in positioning the product in the market. The promotional mix involves 
the following decisions: 
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1. Cost decisions: The decision in relation to the total budget that the company wants to 
keep for promotion is called Budget or Cost decision. This is a strategic decision taken 
by the top and is dependent on the following factors: 

(i) The finances that can be set aside for promotion 

(ii) The degree of awareness about the product 

(iii) The elasticity of demand 

(iv) Level of competition 

(v) Degree of acceptability of the company's product 

2. Type of media decision: The type of media to be chosen for promotion of the product 
is another factor for which the decision is to be made. It involves the following decisions: 


(i) The type of product 

(ii) The buyers behaviour 




The ad campaigns - Incredible India! and Malaysia-truly Asia helped the two countries in attracting 
attention of tourists worldwide and both the countries saw an increase in the number of tourists and 
revenues. 


The various types of promotional strategies are: 

(I) Advertising: Advertising provides a reason to buy. It is any paid non-personal form of 
communication with the customers so as to inform them about the products’ features 
and uniqueness, in order to attract the customers. The various decisions that would 
determine the type of advertising are: 

(i) Cost: The cost of advertising varies from crores to several hundred rupees and is 
dependent on budget, market share, competition, stage of PLC, customer base. 

(ii) Message: The kind of message that is to be put across. Is it descriptive to let the 
consumer know about the features, or is it to just attract the consumer? 

(iii) Media: The media (TV, print media, the Internet etc.) to be chosen will depend 
upon frequency of advertisement, extent of research required, impact desired. 

The top five advertising companies (Publicis, WPP, Omnicom, Inter Public Group and Dentsu) 
of the world are eying India as their destination next! The reasons are simple: India is growing 
at a GDP of more than 8%, Indian marketers spent $5 billion on advertising in 2005 on brand 
consulting, PR, digital promotion, product design, events, direct marketing etc. Moreover, 
the expenditure on promotion is growing at an average rate of 20%. Indeed a big market! 






Chapter 5: Drawing Functional Plan-1: Marketing Plan ■ 113 


(II) Directing Marketing: It is the process of reaching and delivering the product directly 
to customers on an individual basis. Direct marketing involves reaching customers 
without any intermediary in between. The examples of direct marketing are: network 
marketing, direct mail, catalogue, tele-marketing, e-marketing. 

(III) Sales Promotion: It is the method of enticing the customers/distributors by offering 
them incentives to buy the product. Sales promotion is done to kick-start a new 
product launched in the market, increase the sale of an existing product, reward loyal 
customers and increase the re-purchase of occasional users. Sales promotion can be of 
the following types: 

(a) Discounts 

(b) Gifts 

(c) Scratch cards 

(d) Another product at reduced price 

(e) Buy One Get X no. Free 

(f) Discount card/coupon for future purchase 

(g) Price packs 

(h) Prizes 

(i) Trial packs 

(j) Point of purchase 

(IV) Public Relation: The process of personal communication about the product and its 
features to the customers/prospective customers. The importance of public relations 
has grown over the years and now organizations even have separate PR departments. 
The various methods to build PR include: 

1. Relationship with the press to present news and information about company. 

2. Sponsoring events to publicise. 

3. Promoting the product among a large number of people. 

4. Publicity of events is carried out through other sources of media like newspapers 
and the electronic media. 

DISTRIBUTION MIX 

Traditionally, the fourth P of marketing i.e. Place (distribution) is the process through 
which the product is physically delivered to the consumer. Most companies need 
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intermediaries/middlemen to deliver the goods to the final customers and these intermediaries 
are called distribution channels. 

The intermediaries can be divided into the following types: 

(a) Merchants: They buy/take delivery of physical goods and resell like retailers, 
distributors. 

(b) Agents: They act as manufacturer's representative and sell goods on their behalf and 
do not take title of the goods, e.g. sales agent. 

(c) Facilitators: They assist in the distribution of the product but neither take title of 
goods nor negotiate sale e.g. transporters, warehouses. 

Functions of distribution channel: 

(a) They stimulate customers to purchase the product 

(b) They gather information about customers (their existing and potential needs, 
competitors) 

(c) Negotiate with customers on price 

(d) Monitor transfer of goods to the customer 

(e) Arrange for storage of goods 

(f) Risk their finances by operating as a channel 

(g) Place orders with the manufacturer/supplier 

CHANNEL LEVELS 

All the marketing intermediaries that participate in the final delivery of the product to the 
customers are called channel levels. Let us now discuss few channel levels. 

Channel 0: When no intermediaries exist as in Direct Marketing 

Manufacturer -> Customers 

Channel 1: When one marketing intermediary is involved in the final delivery of the product. 

Manufacturer-> Retailer-> Customer 

Channel 2: When two marketing intermediaries are involved in the final delivery of the 
product. 

Manufacturer-> Distributor-> Retailer-> Customer 
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Channel 3: When three marketing intermediaries are involved in the final delivery of the 
product. 

Manufacturer-> Wholesaler-> Distributor-> Retailer-> Customer 

There can be more intermediaries depending upon the size of the organization and the 
geographical distribution. 

Types of Distribution Channels 

1. Retailers: The distribution intermediary that sells goods directly to the final customer 
is called a retailer. Retailers can be divided on the following basis: 

(a) Levels of service: Retailer can sell the product at four levels of service- 

(i) Self-Service: When customers move around on their own to compare and 
select on their own (no assistance). 

(ii) Self-selection: Customers can either find the goods they are willing to 
purchase or can ask for assistance. 

(iii) Limited Services: When large number of goods are available for sale and 
customers need more assistance. 

(iv) Full Service: When sales people assist in comparing and selecting the 
product like over the counter sale. 

(b) Type of goods sold: Goods can be divided into FMCG, durables, non-durables, 
industrial goods, white goods and brown goods. 

(c) Size: The size of the retail outlet can vary from a supermarket (Mega Mall) to a 
corner grocery store. 

(d) Ownership: Ownership can be both private and public. 

(e) Location: Location can be rural, urban, highway. 

(f) Brand: Brands can be local, national and international. 

2. Wholesaler: Wholesalers stock a range of products from several producers. They then 
sell the products to retailers. 

3. Distributors: Distributors or dealers have a similar role as wholesalers - they take the 
products from the manufacturer and then pass it on. They sell the product to retailers 
as well as customers directly and have a much narrower product range. Distributors 
are often also involved in providing after-sales service. 
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4. Franchises: Franchises are independent businesses that operate a branded product 
(usually a service) in exchange for a license fee and a share of the sales. At times the 
parent company also provides training and helps in establishment and initial running 
of the operation. 

The factors that influence the choice of distribution channel by a business are as 
follows: 

1. The amount of capital available to the company to perform functions of 
distribution channel. 

2. Willingness of market intermediaries to market a product will also affect the 
distribution chain. Retailers in particular invest heavily in properties, shop fittings 
and they may not support a particular product if it requires too much investment 
in terms of warehousing, display etc. 

3. Intermediary Cost: Intermediaries usually charge a commission for participating 
in the channel and hence the company has to decide whether they are willing to 
pay the commission or not. 

4. Extent of control the company wants to keep on making the goods available to 
the consumer. The greater the control desired, the shorter would be the 
distribution chain. 

5. Intermediary preferred by buyer (retailer, the Internet etc). 

6. The product's need for technical assistance either to install or service the product. 

7. Expertise required for distribution. 

8. Extent to which the producer wants to maintain control on how, to whom and 
at what price a product is sold. 

STRATEGIES FOR DISTRIBUTION INTENSITY 

There are three categories of distribution intensity:- intensive, selective and exclusive 
distribution: 

Intensive distribution aims to provide saturation coverage of the market by using all available 
outlets. For many products, total sales are directly linked to the number of outlets used 
(e.g. cigarettes, beer). Intensive distribution is usually required where customers have a 
range of acceptable brands to choose from. In other words, if one brand is not available, a 
customer will simply choose another. 

Selective distribution involves a producer using a limited number of outlets in a geographical 
area to sell products. An advantage of this approach is that the producer can choose the 
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most appropriate or best-performing outlets and focus effort (e.g. training) on them. Selective 
distribution works best when consumers are prepared to "shop around"- in other words- 
they have a preference for a particular brand or price and will search out the outlets that 
supply them. 

Exclusive distribution is an extreme form of selective distribution in which only one 
wholesaler, retailer or distributor is used in a specific geographical area. 

BUDGETING THE MARKETING STRATEGIES 

An effective marketing plan must consider the cost involved in implementing market 
feasibility study and marketing plan. The various monthly, quarterly and yearly costs are 
projected for marketing plan, like: 

• Cost of marketing research 

• Cost of new product development 

• Cost of sales and promotion 

• Cost of distribution 

• Cost of thriving competition 

The budgeting at this stage would also be helpful in drawing up the financial plan. 

Implementing, Monitoring and Review of Marketing Plan 

The strategies formed are finally implemented and regular monitoring and evaluation is 
required, so that the strategies yielding positive results are further strengthened and strategies 
not giving good results are diluted. It is also important to periodically review the plan 
considering the dynamic nature of the external environment and hence the vulnerability of 
the internal environment. 

Following are some of the benchmarks to evaluate a market plan used: 

• Market share data 

• Sales data 

• Consumer feedback 

• Feedback from employees 

• Feedback from retailers 
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Executive Summary - Writing the Summary of the Plan 

The final function of this task is writing a summary of the marketing plan. 

SUMMARY 

Marketing plan is a critical element in ensuring the success of business venture. A marketing 
plan aims to plan the marketing strategies for a company, its products or services. Based on 
the market survey, it identifies the strengths, weakness, opportunities and threats of the 
market, identifies and segments the target market and then plans the strategies for marketing 
mix (product mix, price mix, promotion mix and distribution mix) of the proposed business 
enterprises. Steps in preparing a good marketing plan are: 1. situational analysis (market 
feasibility and marketing research) 2. defining business situations 3. defining the target 
market : segmentation, targeting and positioning 4. developing marketing mix strategy 
(product mix, price mix, promotional mix and distribution mix). 

REVIEW QUESTIONS 

1. What is a marketing plan? Discuss the steps involved in preparing it. 

2. What are the characteristics of an effective business plan? 

3. Marketing research data can be collected from primary and secondary data. Discuss 
the difference. 

4. Discuss segmentation, targeting and positioning for identifying and targeting markets. 

PROJECT 

• Do a market research to identify the number of dual income groups with an average 
income of Rs. 30,000/- and the age and number of children they have. What impact 
will this information have on the marketing of clothes, toys and computers? 

• Find out more about the world's top five advertising companies mentioned in the 
chapter and give a presentation on them. 
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Drawing Functional Plan-11: 
Production/Operation Plan 


LEARNING OBJECTIVES 

After reading this unit, you will be able to understand: 

• What is a Production/Operation Plan? 

• Types of Layout 

• Capacity Planning 

• Inventory Management 

• Economic Order Quantity (EOQ) 

• Monitoring Stock Turn and Coverage 

• Quality Management System 

• ISO 9000 

• Total Quality Management 

• Budgeting the Production Plan 


Meet Azim Premji-the CEO ofWipro, who joined the family business at a veiy tender age of 21 upon the 
sudden demise of his father. At that time Wipro was a small oil factoiy in a village Amalner in Maharashtra. 

In 1980 he diversified into information technology business and then in 1981 Wipro launched India's first 
mini computer. Since then there has been no looking back. Wipro has now diversified into Infotech, 
consumer care and lightening, infrastructure, engineering, medical systems and BPO. In 2005, Premji was 
awarded the Padma Bhushan, one of India's highest civilian awards. Under his leadership, the small $2- 
million hydrogenated cooking fat-oil company has grown to be a $2.36 billion IT and other promising 
services giant, with a profit of $456 million and an employee base of 53,742 as on March 31, 2006. 

After drawing the marketing plan the next step is to formulate the production/operation 
plan. Production/Operation plan is the blue-print to run the production unit/operational 
activity of the business enterprise for optimum utilization of the resources. Like the marketing 
plan, even the operation/production should evolve from a strategic plan i.e. overall business 
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plan. For example, if the strategic plan is expansion and growth the production/operation 
plan should also formulate plans for expansion of production/operation unit. 

WHAT IS A PRODUCTION/OPERATION PLAN? 

Production Management is the process of converting the input into output through a 
conversion process. The inputs are in the form of land, labour, raw material, machinery, 
capital and information (information is a new addition to the inputs after the growing 
importance of the service industry). Transformation takes place through machinery in 
manufacturing enterprises and through employee's skills in a service enterprise. 

The various key decisions that are to be taken in an operational/production plan include: 

(i) Which location would have optimum strategic advantage in terms of vicinity to the 
raw material and market, availability of labour and power, subsidies and tax holidays 
(Plant Location)? 

(ii) What would be the size operation? 

(iii) What would be the layout? 

(iv) What would be the machines and equipment required for running the production/ 
operation unit? 

(v) What should be the optimum plant capacity? 

(vi) What should be the production/operation schedules? 

(vii) How would the supply chain be managed? 

(viii) What would be the optimum inventory level? 

(ix) What would be the storage, distribution and sales needs? 

(x) What would be the requirements for administration like housekeeping, rent insurance, etc? 

(xi) How would the health and safety measures be met? 

(xii) How would the quality standards be maintained? 

(xiii) Whether and how the company would utilize TQM and Kaizen? 

(xiv) How would ISO standards be met and certificates obtained? 

(xv) What kind of raw-materials, work-in-progress and finished goods stocks would be 
maintained? 

(xvi) How would the operational plan be executed? 
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Production/Operation plan has to be made on the following dimensions: 

(I) Plant Location 

Do you know why Gurgaon has become the hub of major 
IT enabled services and many more multinationals? 

Gurgaon has an excellent locational advantage: 

(a) It is close to the county's capital- Delhiyet distant from its maddening crowd. 

(b) It is close to the international airport and Delhi railway station (just an hour's drive). 

(c) It is situated on National Highway No. 8, with multi lanes and hence is well connected even 
through roads. 

(d) A wide network of educational institutes in Haiyana, Delhi, UP provide easy accessibility to 
human resources. 

(e) It belongs to no-power cut zone. 

(f) The rate of land is also very reasonable. 

(g) Law and politics are at peace in the state. 

(h) Haryana is the first state to remove all physical barriers of sales tax and octroi-opening its 
boundaries for free and smooth movement of goods. 

So areyou too attracted towards Gurgaon? Whatever part of the countyyou belong to, we would 
suggest thatyou collaborate (with masses, bureaucrats and politicians) and makeyour town attractive 
too and see the money and investment flowing in! 

The role of plant location is very important for the success of any business enterprise. 
While choosing the business location, the following elements should be taken into 
consideration: 

1. Vicinity to raw material: The closer the plant is (to the place where raw material 
is) the better it is. It helps in reducing the transportation cost and in case of 
perishable goods it also helps in reaching its destination within a safe time. 

Nature of good and government policies can make a 
difference to the decision of plant location 

The state government of UP has formulated a veiy practical policy for the sugarcane industry. 
The cane growers can sell their product to the factories within the diameter of 15 km. 
Restricting the sale by location helps farmers as well as sugar manufacturers because, 
sugarcane is a perishable good and hence cannot be transported to a long distance. 
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2. Availability of power: Constant availability of consistent power is a must for the 
success of any business enterprise. It is for this reason that industries are shifting 
from the power-starved UP, to power-surplus states like Uttranchal and it is for 
this reason that Gurgaon (which is no power cut zone and which has future 
plans for further increasing the power generation capacity, as also to strengthen 
the power distribution network) is able to attract investment. 

3. Availability of labour: It is yet another important element to be taken into 
consideration. It is due to the availability of skilled labour that Bangalore and 
Hyderabad have emerged as hub for information technology. Both these cities 
have a number of engineering colleges. There are cities like Chennai nearby, 
which constantly supply highly skilled manpower. 

4. Proximity to the market: This is especially important in the modern times when 
the prices of petrol/diesel and hence of transportation are rising exponentially. 
Moreover, proximity to the market enables the business enterprise to be in closer 
contact to the needs of the business market. For the goods that are perishable in 
nature, this factor becomes a prime reason for choosing the plant location. 

Shriperumbudur is emerging as India's telecom manufacturing hub. All the major OEM's and 
EMS like Nokia, Foxconn, Flextronics. Motorola are opening their manufacturing unit at 
Shriperumbudur. Now to support these parent industries, 20 global component suppliers 
(like Aspocomp. Salcomp. Perlos, Sanmina) will be opening their manufacturing plants in 
Shriperumbudur. Nokia, Motorola etc. would be driving the proximity to the market variable 
for these global suppliers. 

5. Climatic conditions: To a certain extent, even climatic conditions act as a factor 
in choosing the plant location. One of the reasons for emergence of Hyderabad 
and Bangalore as IT hubs is their favourable climatic conditions. A suitable 
climate keeps the spirits of employees high and the business enterprise running. 

6. The cost of location is also a criterion for choosing the plant location, especially 
the nascent low budget businesses that either have to finance themselves or have 
to take loans from financial institutions. It is the rising cost of property in 
Bangalore and Delhi which is forcing corporates to look for newer destinations. 

7. Tax holidays/subsidies and loans available in that area also make a destination 
more attractive over others. 

(II) Plant layout: Plant layout is the pattern in which the space would be arranged in 
order to utilize the machinery/equipments and manpower optimally. Since it cannot 
be changed easily, proper planning of the layout should be conducted. The following 
variables should be kept in mind while planning the layout: 
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1. Space is utilized properly. 

2. There is proper light and ventilation in all the areas of the premises. 

3. Smooth flow of operations can take place. 

4. Supervision can be carried out in all the dimensions with convenience. 

5. There are provisions for emergency exit. 

6. There are provisions for safety measures like fire extinguisher. 

7. There is flexibility to introduce changes in the future. 

8. Moreover, there are provisions for future expansions. 

9. Cost of space, cost of production delays, cost of movement of material from one 
place to another place (material handling cost). 

TYPES OF LAYOUT 

There are three different type of layouts based on the method of production. 

(a) Process layout: This type of layout involves grouping equipments/machineries 
performing similar operations. This type of layout is attractive in a production system 
in which two orders are not same i.e. variety of jobs exists. The production system is 
called Batch Processing. It is suitable for jobs when i) the volume of manufacturing is 
very low ii) variety/variation in jobs and hence also in end products exist. 

Advantages of process layout are: 

(i) More time from input-output, hence a check on quality of each is possible 

(ii) Large variety of product is possible 

(iii) High degree of flexibility in manufacturing is possible hence introduction of 
changes in technology of one system without affecting other sub-system is possible. 

(iv) Variety of skill and jobs keeps boredom and monotony away, hence job satisfaction 
is high. 

Disadvantages of process layout are: 

(i) Production plan and control is complex 

(ii) Higher inventory levels have to be maintained as estimation is difficult. 

(iii) Higher skilled workers are required. 

(iv) More material handling cost is involved. 
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(b) Product layout: Contrary to the process layout, when the job operation can be sequenced 
one after the another and the variation in jobs does not exist, product layout is more 
suitable. They are also called a Line Product Layout. Assembly line is the best example 
of a product layout. It is used for those jobs that are repetitive in nature. The production 
system is called Line Processing. 

Advantages of product layout: 

(i) In product layout less time is required for flow of product from input to the 
output. 

(ii) Production planning and control is easier. 

(iii) Raw material can be planned in a better way. Hence lower level of inventories 
are required. 

(iv) Lesser inspection is required by the supervisor as the nature of job is repetitive. 

(v) Lesser material handling cost is involved. 

Disadvantages of product layout are: 

(i) Variations in the product are possible. 

(ii) The entire system can come to a standstill if one of the subsystem/machinery 
breaks. 

(iii) Repetitive jobs lead to monotony and boredom amongst employees. 

(iv) Stand-by machineries are required to keep the system moving. 

Assembly line idea came from butchers! 

Heniy Ford-the famous founder of the car giant Ford Motors was the harbinger of the 
concept of assembjy line. He got this idea from a group of butchers in New York who used this 
unioue procedure at their slaughterhouse! 

(c) Fixed Position Layout: This is a very different from the above two types of layout. Here 
the product remains at a fixed position and the machinery/tools/manpower reach material. 

(d) Cellular Manufacturing or Group Technology is a layout in which production is done 
in small batches while taking advantage of the flow characteristics of the product 
layout. The entire production process is divided into groups. Each group has similar 
setups of the machine and or similar manufacturing process and when these groups 
are put together or a short line is formed. All the components might not have to go 
through all the groups of the short line. Each of these groups are called 'cell' and a 
manufacturing plant will have several cells. Hence the term cellular manufacturing. 
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Advantages of Cellular Manufacturing: 

(i) Compared to process layouts, there are few halts so the flow time is reduced. 

(ii) Since flow time is reduced work-in-progress inventory is reduced. 

(iii) Material handling is less hence the quality can be improved. 

(iv) Variety of products can be produced. 

(v) Employees can work on any operation within cell and therefore monotony, boredom 
do not occur. Moreover, he gets a chance to get training in multiple skills. 

(vi) Production planning and control are also easy. 

CAPACITY PLANNING 

Capacity planning is the productive capability of a facility. The operations manager has to 
plan the capacity in such a manner that the production/operation has some degree of 
flexibility of expansion or reduction, depending on the market demand. 

Capacity planning should be done keeping following things in mind: 

(i) Flexibility of production/operation 

(ii) Cost of maintaining capacity 

(iii) Organization's vision and objectives 

(iv) Assessment of existing capacity 

(v) Forecasting capacity needs based on organizational objectives 

Let us see some examples of measuring unit for understanding capacity planning: 

1. A hospital's capacity is determined by the number of services it can offer and number 
of patients it can serve, number of wards it can have, number of emergency cases it can 
handle at a time etc. 

2. An educational institution's capacity is determined by the number of students who 
can study in classrooms, the number of specialization's that can be offered, the type 
and size of laboratory required, size of library, number of computers, number of teachers 
it can have etc. 

Capacity planning is required to meet both the present needs and future objectives of the 
organization. Suppose an entrepreneur starts a school upto Class V and develops a good 
brand image over a period of time then he should have enough capacity in terms of space 
to open higher classes. This is also dependent on the objective of the organization whether 
it wants to expand to the extent of school, graduate college or post graduate college. 
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Capacity planning can be divided into three types based on the time period of which the 

planning is done: 

Short-term capacity planning 

Medium-term capacity planning 

Long-term capacity planning 

(a) Short-term capacity planning: Capacity planning from day-to-day, month-to-month 
up to a year is called short term capacity planning. In short term capacity planning 
fundamental capacity remains fixed but various short term adjustments are possible 
like stopping production of one shift (in case of reduction in demand), clearing 
inventories (in case of piling of inventories), hiring temporary employees (in case of 
seasonal rise in demand), layoff (in case of reduction in demand). 

(b) Medium-term capacity planning: Medium term capacity planning is from one year to 
five years. Demand forecasting and the scheduling tasks/operation is important to 
meet forecasted demand. The strategies for medium term capacity planning involve 
material requirement, staff rotation machine scheduling. 

(c) Long-term capacity planning: Long-term capacity planning is planning operation above 
5 years. Major changes in capacity planning can be introduced. Expansion/contraction 
of the production/operation and resources is possible. Demand forecasting and cost 
benefit analysis can help in making long-term decisions. A new face to the organization 
can be given in long-term capacity plans. Strategies for capacity contraction may 
involve sale of facilities, equipments, inventories, reduction in workforce. Strategies 
for expansion will include hiring, purchasing new facilities etc. 

An important point to be mentioned here is that the period for which capacity planning 

can be differentiated into short, medium and long-term varies from industry to industry. 

Capacity planning involves the following steps: 

(a) Estimation of future needs 

(b) Assessment of existing facilities 

(c) Evaluating strategic alternatives for capacity 

(d) Selecting the best alternative. 

Following things need to be considered for capacity planning: 

1. Demand forecasting: Forecasting the demand for future will give an idea about the 
requirements of the production/operation. 
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2. Capacity planning is also dependent on overall aggregate planning of production/ 
operation which involves decisions on material requirement planning, production 
scheduling and inventory management. 

3. Overall business strategy: Capacity planning is dependent on overall business strategy 
of expansion, contraction or constant production/operation. Though it is also 
dependent on market demands, finally the overall vision of the entrepreneur guides 
capacity planning. 

4. Capacity planning is also dependent on the availability of manpower in that area (for 
expansion) and labour laws in relation to retrenchment, layoff, overtime etc. 

INVENTORY MANAGEMENT 

However continuous a production process may be, however effective production planning 
may be, there is always some room for unpredictable rise/fall in demand and/or in availability 
of raw material and/or lead-time between machines due to breakdowns on one machine. 
Therefore, inventory is to be managed. Inventory is managed at three levels: 

(a) Raw material inventory: The stock of raw material is kept to meet the unforeseen 
changes in the market forces. 

(b) Goods in process inventory: Inventory is managed at each level of work-in-progress. 

(c) Finished goods inventory: Inventory is also managed of the final goods. 

Inventory is managed for the smooth flow of work and for making up the uncertainties in 
the availability of raw material and in the demand of the final goods. But keeping inventory 
involves costs; moreover, it holds working capital and also occupies space and therefore 
inventory needs to be planned. 

There are two types of inventories: 

(a) Normal inventory: The inventory ensuring availability of materials at different stages 
in normal conditions is called normal inventory. 

(b) Buffer inventory: The inventory ensuring availability of materials at the time of 
uncertainty is called buffer inventory. 

But holding inventory involves cost and therefore inventory of only adequate amount should 
be maintained at each level. The following things should be kept in mind: 

When to Order Inventory? (Reorder Point) 

(a) Order Lead Time: Average time between placing order and receiving goods. 

(b) Usage Rate: The average rate at which inventory is drawn over a period. 
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(c) Reorder Point: Level at which new order must be placed so that inventory is replenished 
before the stock runs out. 

The formula for reorder point is 

Reorder Point = Usage Rate * Lead Time 

How Much To Order? 


ECONOMIC ORDER QUANTITY (EOQ) 

The formula for EOQ is- 


Q = 



Where C = Annual Usage of item in units 
S = Cost to place an order 
I = Annual Carrying Cost Per Unit 
It is based on following assumptions: 

(a) Ordering cost is constant 

(b) Cost of carrying additional unit is constant 

(c) There are no quantity discounts available 


(d) Usage of consumption is constant 

Cost of keeping large quantity = Carrying 
Cost 

Cost of placing an order = Order 
Processing Cost 

Thus, if the order is placed in large 
quantity, the order processing cost would 
be less but carrying cost would be high. 

ABC Analysis 

Pareto (ABC) Analysis can be used to 
classify stock groups. Stock items are 
ranked in descending order of usage value, 


% use 

by value Paretor Curve 



Pareto Curve 
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and plotted on a cumulative frequency curve. It is common to find that 20% of items 
account for 80 % of usage value, the next 30% has 15% of value. The final 50% have 5% 
of value. 

ABC or Pareto analysis points the way to where control efforts are best directed. Judgment is 
needed on critical inventory items or security matters that Pareto analysis in itself does not reveal. 

MONITORING STOCK TURN AND COVERAGE 
Stock Turn and Coverage 

These are relevant to holding costs and use of capital employed. Monitoring individual 
stock items will identify fast/slow movers and, depending on the industry, we can evaluate 
stock turn (annual usage/average stockholding) or coverage (stockholding x 52 weeks/annual 
usage). When use by value for an item, i.e., annual rate of use (units) x cost/unit, this gives 
the total amount of turnover for each stock item. 


QUALITY MANAGEMENT SYSTEM 

“Quality comes first,” is the motto of highly competitive and growth oriented companies. 
Quality is an important function of production/operation management. The importance of 
quality has improved today. With the rising-competition and wide variety of products/ 
services the consumers have become quality conscious and in the present times quality can 
decide the fortune of the enterprise. 

Quality is to be maintained at all the stages of production. Quality is conformance to 
requirements (Crosby). Quality is product's or service's nature or feature that reflects capacity 
to satisfy, express or imply statement of need (Deming) or quality is product and service 
characteristics as offered by design, marketing, manufacturing, maintenance and service 
that meet customers' expectations. (Fiegenbaum). 

All the above definitions reflect that the quality is the perceived standard of the product or 
service. It is the performance of the product as per the commitment made by the producer 
to the consumer. 
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ISO 9000 

ISO is the acronym of International Organization for Standardization, headquartered at 
Geneva. ISO 9000 lays down uniform quality standards for design, installation and operation 
of quality management systems agreed internationally. 

ISO 9000 standards consist of six parts, viz ISO 8402, ISO 9000, ISO 9001, ISO 9002, 
ISO 9003 and ISO 9004. 

ISO 8402 deals with standardization of quality definitions. 

ISO 9000 Quality Management and Quality Assurance Standards-these give guidelines for 
selection. 

ISO 9001: Quality systems-model for quality assurance-sets standards for an organization 
whose business processes range from design and development, production, installation and 
servicing. 

ISO 9002: Quality systems-a quality model/standards for quality inspection and test. 

ISO 9003: Measurement and quality systems guidelines. 

ISO 9000s series has 20 key elements of a firms' quality programme. They are: 
1) Management Responsibility 2) Quality system 3) Contract review 4) Design and control 
5) Document and data control 6) Purchasing 7) Control of supplied products 8) Product 
Identification and traceability 9) Process control 10) Inspection and testing 11) Control of 
inspection, measuring and test equipment 12) Inspection and test status 13) Control of 
non-conforming products 14) Corrective and preventive actions 15) Handling, storage, 
packaging, preserving and delivery 16) Control of quality records 17) Internal quality audits 
18) Training 19) Servicing 20) Statistical Techniques. 

Objectives of ISO 9000: 

(i) Achieve, maintain and seek to continuously improve quality. 

(ii) Improve the quality of operations. 

(iii) Provide confidence to management that quality requirements are fulfilled. 

(iv) Provide confidence to customers that quality requirements are fulfilled. 

Benefits: 

ISO 9000 is not statutory in nature, yet getting ISO 9000 certification provides a window 
for national/international acceptance on quality parameters. Moreover, complying with 
ISO 9000 makes an organization internally sound but it involves long bureaucratic procedure 
and is very costly affair. 
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ISO 9000 and TQM: 

Though both are for quality, ISO is a sub-system of TQM. ISO 9000 defines minimum 
quality standards whereas TQM is a comprehensive approach. 

TOTAL QUALITY MANAGEMENT (TQM) 

According to Wake and Moti, 1999, "Total quality management is a management philosophy 
that focuses on perpetual enhancement through the prevention of problems and errors. It 
requires continuous monitoring and control process, performance and quality, the placing 
of customer at the summit of attention as well as a sense of awareness, commitment and 
involvement on the part of management, all the workers, the customers and suppliers." 

Thus TQM involves concern for continuous improvement in quality, customer orientation 
and empowerment of employees. 

Schmidt and Finnigan (1992) suggest that TQM roots include: 

1. Scientific Management: Finding the best way to do a job. 

2. Group Dynamics: Testing and organizing the power of group experience. 

3. Training and development: Investment in human capital. 

4. Achievement Motivation: People get satisfaction from accomplishment. 

5. Employee Involvement: Employee should have some influence in the organization. 

6. Socio-technical System: Organization operates as an open system. 

7. Organization Development: Helping the organization to learn and change. 

8. Corporate Culture: Beliefs, myths and values that guide the behaviour of people 
throughout the organization. 

9. New Leadership Theory: Inspiring and empowering others to act. 

10. The Linking Pin Concept of Organizations: Creating cross cultural teams. 

11. Strategic Planning: Determining where to take the organization and how and when 
to get there. 

Hence TQM is not just limited to products and services but it encompasses quality at 
People, Process and Management Level. TQM is a philosophy that involves everyone into 
the cycle of continuous improvement in the system in order to strive for customer 
satisfaction. 
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BUDGETING THE PRODUCTION PLAN 

Budgeting the production plan is based on the following formula: 

Total Production = Sales in units + Desired ending Inventory - Projected beginning inventory. 
The following format can give an idea on how the projection for production cost would 
then be estimated. 


Producing at 

A Quantity 

B Quantity 

C Quantity 

Sales 




Plus Desired Inventoiy 




Less Estimated Beginning 





Depending on the selling price per quantity, projected cost of production at each quantity 
can be estimated. The amount of production is dependent on the capacity of production 
unit, capacity of the organization in terms of capital employed and human resources available 
to the organization. 

Once the production budget is prepared the other budgets like material purchase budget, 
labour cost budget and factory maintenance budget can be prepared. 

SUMMARY 

Production/Operation plan would lay down the detailed planning procedure for the strategies 
that would be utilized in running the operation/production of the organization. Production 
and operational plan would be having following dimensions: plant location, plant layout, 
production systems, capacity planning, inventory management, quality management system, 
budgeting the production plan. 

REVIEW QUESTIONS 

1. What is a production/operational plan? 

2. Discuss the importance of production/operation plan. 

3. Discuss plant location and layout and their importance in operational plan/ 
organizational plan. 

4. Discuss the types of production systems. 

5. What is capacity planning and why is it done? 

6. Discuss the importance of inventory management in the production plan. 

7. Discuss the concept of quality management system in detail. 
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PROJECT 

Prepare a production plan for an entrepreneur who wants to set up: 

(a) A manufacturing unit 

(b) A computer institute 




c 



^ Drawing Functional Plan-Ill: 
Organizational Plan 


LEARNING OBJECTIVES 

After reading this unit, you will be able to understand: 

• Forms of Ownership 

• Building Successful Organizational Structure 

• Manpower Planning 

• Job Analysis 

• Recruitment and Selection 

• Training and Development 

• Performance Assessment and Career Planning 

• Compensation Management 


Meet Narayana Murthy the CEO of Infosys (the company that has won the Best Place to Work Award in 
2001,2002, 2004, 2005). Narayana Murthy started his career as an employee and later in 1981 
entrepreneurial bug hit him and he laid down the foundation of Infosys along with his six friends. He 
borrowed money from his wife and started his first office from his own residence. There were couple of 
failures and crises in the initialyears, but Narayanmurthy had faith in his vision and constantly worked on 
them and now Infosys has emerged as a global giant and has earned respect for not just itself but for the 
entire nation. The listing of Infosys both at SENSEX and NASDAQwere the turning points for Infosys. 
With the strong leadership of Narayanmurthy, his vision for the company, his pro-people philosophy and 
Quality services to the customers, Infosys has made its mark in the software industry in the whole world. 
Apart from IT, Infosys has forayed into BPO, Consulting, has branches worldwide and has more than 
53,000 employees in a short span of 25yearsl! Narayana Murthy recently stepped down from the post of 
CEO after attaining the age 60 to make way for the new generation. 

After laying down the marketing plan and operation/production plan the next step is building 
the organizational plan. Once the entrepreneur has understood the market demands and 
opportunities and knows his production operation capability, he needs to take the critical 
decision on the following parameters: 

• What would be the form of ownership? 

• How would the organization, which he plans to set up, function? 
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• Who would be involved in strategic planning and organizational planning? 

• What would be the style of leadership? 

• How much and of what type of human resources would be required? 

• What HR practices would be winning for the organization? 

Organizational plan is the biggest and the most important challenge faced by any business 
enterprise. Organization plan at the very first instance would involve deciding the form of 
ownership that the entrepreneur intends to enter: he can choose between single 
proprietorship, partnership, co-operative and company. The nature of planning, organizing, 
leading and controlling would be determined by the type of personality traits exhibited by 
the philosophies of promoters of the company. In the present dynamic and competitive 
environment, business enterprises are evolving new organizational structures, which are 
flatter than the traditional ones, are more susceptible to changes in the external environment 
and are evolving policies and procedures to attract and retain the best talent in the industry. 

Successful running of the organization would require a systematic organizational plan. Due 
attention should be paid to following parameters: 

• Form of ownership 

• Building successful organizational structure 

• Establishing prudent manpower planning 

• Job analysis 

• Effective human resource practices 

(I) Forms Of Ownership: An entrepreneur needs to take a decision on the form of ownership 
he plans to undertake. Following are the forms of ownership amongst which he can choose: 

1. Sole proprietorship or the sole owner: This the most common form of business 
enterprise. A single individual who starts his business (the entrepreneur) is the 
sole owner of the business. The capital invested in the business enterprise comes 
from borrowing money from banks or contribution by the entrepreneur himself. 
Often an entrepreneur might take loan from friends, relatives or mortgage his 
personal property. Whatever might be the source, he is personally responsible 
for the repayment of the loans. An entrepreneur has all the control over the 
management of the business enterprise. Since he is the sole owner he is responsible 
for all the business decisions. Because a single person is responsible for making 
all the decisions they are faster than in a partnership or other forms of joint 
ownerships. The proprietor is recipient of all the profits and has to bear all the 
losses alone. The profits might be utilized to pay back the personal loan taken 
by him. 
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The sole proprietor has all the rights to sell or transfer any assets or ownership to 
anyone he wishes. 

Advantages 

♦ Simple and easy to start a business venture. 

♦ Since proprietor takes all the decisions, decision-making is faster than any 
form of collective ownership. 

♦ All the efforts made by the entrepreneur are linked to the profits he makes. 

♦ Little legal advice is required to meet the norms and procedures, as they 
are limited in number. 

♦ Easy to close the business. 

Disadvantages 

♦ Only limited financial resources available. 

♦ Raising additional capital is also not easy. 

♦ Advantage of varied expertise is missing - growth limited to the ability of 
the owner. 

♦ Life of the company is limited by the life of the owner. 

♦ Entrepreneur has unlimited liability. 

Partnership: The most common form of business enterprise is partnership. When 
two or more individuals associate to pool in their resources to own a business 
enterprise, such an association is called partnership. Hence partnership agreement 
is a written document in which two or more individuals conjure to run a business 
like sole proprietorship. Even a partnership puts an unlimited liability on the 
owners but this unlimited liability is being shared between the partners. If one 
of the partner dies the entire enterprise dissolves (there is no distinction between 
the life of the enterprise & the life of its partners). The Indian Partnership Act 
1932, Section 5 declares that the partnership is created by contract, not by 
status. Section 4 defines partnership as the relation between persons who have 
agreed to share the profit of a business carried on by all or any of them acting for 
all. Four essential features of a partnership are: 

1. That it is a result of an agreement. 

2. That it is organized to carry on a business. 

3. That the persons concerned agree to share the profits of the business. 

4. That the business is to be carried on by all or any of them acting for all. 
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When the partnership is in writing it is called Deed of Partnership. Writing is 
not prescribed in the Partnership Act, not even for getting the firm registered 
under the act, but writing known as Instrument of Partnership is necessary 
under the Income Tax Act, 1961. 

Advantages 

♦ Varied expertise can be pooled in and the business is benefited. 

♦ Burden of losses can be shared. 

♦ More capital can be invested. 

♦ Taxation advantages of partnership firm can be availed. 

Disadvantages 

♦ Difference in opinions, approaches to solve problem, decision making style, 
power-authority relationship lead to clashes and is one of the major reason 
for dissolution. 

♦ Enterprise dissolves upon the death of a partner. 

♦ Partners have unlimited liability. 

3. Company: Section 3 (i) of Companies Act defines a company as "a company 
formed and registered under this Act or an existing company defined under 
section 3 (i) (ii) which lays down that an existing company means a company 
formed and registered under the previous company law." 

A company may be formed by coming together of certain number of members, 
getting the same registered and incorporated under the company law. 

Features of a company 

1. Independent corporate entity: One of the important features of a company 
is its separate legal entity when it is incorporated or registered under the 
Companies Act. It exists as an independent legal person and has its own 
entity distinct from the persons who constitute it. The company enjoys 
rights and liabilities which are not same as its members. No member can 
claim to be the owner of the company. The company has to bear its own 
liability. Being an independent corporate entity the company has the 
capacity to sue and be sued. 

2. Limited liability: The members of a limited company are only liable to 
contribute towards payment of its debt to a limited extent. In the case of 
companies formed under unlimited liability of their members, the liability 



Chapter 7: Drawing Functional Plan-Ill: Organizational Plan ■ 139 


of the members is not limited to the face value of shares but also require 
attachment of the owners to meet the debts of the company in the event of 
winding-up. 

3. Separate property: The wealth of the company is separate from that of its 
shareholders. The members get their share of profit/losses but property is 
clearly vested with the company. 

4. Perpetual succession: A company once incorporated will never die. Being 
an artificial person it cannot be incapacitated by illness, death, insolvency 
or retirement of its members. 

5. Transferable shares: The company provides shares to its members which 
are easily transferable on the basis of the procedure described in the Articles 
of Association (AOA). 

Types of companies: 

1. A private company should have at least two persons and a maximum of 50. 
Since a private company does not have much of public accountability it 
enjoys several privileges: it is exempted from the norms for offering right 
issues, for expansion, it can have two directors, it need not follow the norms 
regarding the board of directors, it need not hold any statutory meetings 
or issue prospectus which are compulsory for a public company. 

2. Public Company: A company which is not private company (Section 3 IV). 
A public company has restrictions in relation to number of directors 
(minimum is 3), filing of reports, transfer of shares, meetings of directors 
etc. This is done to ensure that the interest of public at large (who have 
invested in the company) is safeguarded. 

Other Classifications 

(a) Unlimited Company: It does not have any limit on the extent of liability of 
its members. Liability of each member extends to the whole amount of the 
company's debt and liabilities. 

(b) Government Company is a company where at least 51% of the paid up 
share capital is held either by the Central government or by any state 
government or partly by state government and partly by Central 
government, or by one or more state governments. 

Co-operative: According to International Labour Organization "Co-operative 

organization is an association of persons, usually of limited means, who have 

voluntarily joined together to achieve a common economic goal through formation 
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of a democratically controlled business organization, making equitable contributions 
to capital required and accepting a fair share of risks and benefits of the undertaking." 

Indian Co-operative Societies Act, 1912, Section 4, defined co-operative as "a 
society which has its objective to promote the economic interests of its members 
in accordance with co-operative principles." 

Hence Co-operatives are voluntary organizations of individuals who undertake 
business propositions with an objective to improve their economic interest 
through self-help and mutual co-operation. According to Indian Co-operative 
Societies Act, 1912, the co-operative organisations need to registered with the 
Registrar of Co-operative Societies of the state in which they are registered. They 
should have a minimum of 10 members and there is no limit for maximum 
number of members. 

The main features of the Act are: 

1. Voluntary association of individuals. They have the freedom to join and 
leave without any coercion or intimidation. 

2. Democratic management: The management of the co-operatives is done by 
the managing committee elected by members of the co-operative society 
on the basis of one man one vote, irrespective of their investment or shares 
held by them. 

3. The motive of co-operative societies is to render services to the region and 
society rather than making profits for themselves. 

4. Capital investment: The capital is procured from its members in the form 
of share capital and each member can subscribe to a maximum of 10% of 
share capital. Shares cannot be transferred but surrendered to the 
organization and the rate at which dividend is paid to its shareholders is 
limited to 9%. 

5. Government control: According to Indian Co-operative Societies Act, 1912, 
co-operatives have to submit their annual report and accounts to the Registrar 
of Co-operative societies. 

6. Distribution of surplus: The surplus is distributed in proportion to the 
business carried out by them for the society. 

Advantages 

♦ Easy formation: Any ten adult individuals can together form a co-operative 
society and its formation does not involve long legal formalities. 

♦ Limited liability: Liability of the members of the co-operatives is limited to 
the number of shares they hold. 
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♦ Perpetual succession: Co-operative societies have separate legal entity and have 
perpetual succession not effected by the death, insolvency etc. of the members. 

♦ Tax advantages: A co-operative society is exempted from income tax upto a 
limit; they are exempted from stamp duty and registration fee. 

♦ Government assistance is provided in the grant of loans and other financial aids. 

Disadvantages 

♦ Lack of interest: Since the objective of the firm is not to make profits so the 
drive to excel is missing. 

♦ Lack of business acumen. 

♦ Lack of secrecy: The annual reports and accounts of the co-operative societies 
have to be submitted to the Registrar of Co-operative Societies and hence 
the co-operatives lack secrecy. 

Tabular differentiation between Single Proprietorship, Partnership, Company and Co-Operatives 


Parameters 

Proprietorship 

Partnership 

Company 

Co-Operative 

Ownership 

Single person 

Two or more 
individuals can 
become 
partners. There 
is no limitation 
on maximum 

number of 
partners 

Two or more 
individuals can 
form a 

company. But a 
private 
company can 
have a 

maximum of 50 
individuals but 
there is no 
limitation on 
the upper limit 
of shareholders 

Ten or more 
individuals can 
form a co¬ 
operative 
society. There is 
no maximum 
limit to the 
number of 
members in a 
co-operative 
society 

Liability of 
Owner 

Proprietor is 
personally liable 
for business 

Partners are 
personally 
liable , but the 
burden of 
liability is 
shared between 
them 

Shareholders of 
a limited 
company are 
liable to the 
amount of share 
they hold (in a 
company 
limited by 
shares) and by 
the guarantee 
(in a company 
limited by 
guarantee) 

Like company 
shareholders, 
have limited 
liability to the 
amount of 
shares they 
hold 


Contd... 
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Cost of 
starting the 
business 

None 

Some legal 
cost is involved 

Lot of cost is 
involved for the 
inception like 
filing 

application 

form 

Co-operative 
society is 
exempted from 
income tax upto 
a limit; it is 
exempted from 
stamp duty and 
registration fee 

Continuity of 
business 

Death dissolves 
the company 

Death or 
withdrawal of 

even one 

partner 

terminates 

partnership 

agreement 

Company is an 
independent 
corporate entity 
with perpetual 
life 

Like company, 
co-operatives 
have an 
independent 
corporate entity 
with perpetual 
life 

Transferability 

Complete 
freedom to 
transfer or sell 
the business 

Partner can 
transfer after 
the concern of 
the rest of the 
partners 

Freely 

transferable 

Shares cannot 
be transferred 
but have to be 
surrendered to 
the organization 

Source of 
capital 

Proprietor 
himself or by 
loan taken by 
him personally 

Loan or 
partners 
themselves 

Capital can be 
raised by issue 
of shares & 
debenture or by 
borrowing in 
the name of 
company 

The members 
can contribute 
upto a 
maximum of 

10% of the total 
share capital 

Management 

Proprietor 

himself 

All the partners 

Board of 
directors and 
other staff 
appointed for 
management 

The 

management of 
the co¬ 
operatives is 
administered by 
the managing 
committee 
elected by 
members of the 
co-operative 
society on the 
basis of one 
man one vote 

Distribution of 
profit and 
losses 

Personally by 
proprietor 

Depends on 
partnership 
agreement 

In case of profit 
debenture 
holders are 
paid the fixed 
dividend first 
and then the 
shareholder 
share there 
profits 

proportional to 
the shares they 
have 

The surplus is 
distributed in 
proportion to 
the business 
done by them 
for the society 
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(II) Building successful organizational structure: A successful organization is build not 
just by having best machineries and equipments, adequate capital, quality product 
but also by the human resources of the organization, which in fact are the most 
important resource of the organization. They can be called the only living, vibrating 
resource which have immense potential for performing effectively, growing and learning 
continuously and providing the competitive advantage to the organization. Hence 
the organization needs to have the right human resource practices to make the dream 
of a winning and self-sustaining organization possible. A successful organization is 
one that has highly motivated employees who are satisfied with their jobs; the employee 
turnover is also low. All this is possible through prudent human resource practices. 

Building a successful organizational structure requires strategies on several dimensions: 

(a) Design and forms of organizational structure: Generally the design of the 
organization initially is very simple and the entrepreneur keeps the onus of 
managing and controlling the business venture. He has a very simple 
organizational structure with just one or two levels of hierarchy, but as the 
organization grows, the entrepreneur needs to expand the organizational structure 
and include more number of people for managing and controlling the 
organization. Strategic decisions have to be taken by the entrepreneur about the 
form of organizational structure he would prefer: tall organization structure or 
flat organization structure. The form would depend on the authority and 
responsibility relationship the organization wants to establish. 

(b) Manpower planning: The process of planning the number and type of employees 
required in the organization. Unless the organization has a stringent and futuristic 
manpower plan it cannot determine the needs of future which is very important 
to stay in competition. Manpower planning has been discussed in detail later in 
this chapter. 

(c) Recruitment and selection: Recruitment procedure plays a vital role in the 
successful HR practices because unless the right people are being taken into the 
organization, they cannot perform to give a competitive edge to the organization. 
For the success of recruitment and the selection, entrepreneur needs to define 
the job and the KSA's (Knowledge, Skills & Attitude) for making the recruitment 
procedure successful. The job definition can come through a thorough Job 
Analysis (Job Description & Job Specification - details discussed later in this 
chapter), which would be able to select the right people in the organization. 

(d) Training and development: Organizations need to provide a continuous learning 
environment for their employees through training and development for the growth 
and development of the organization as a whole. A systematic implementation 
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of the training calendar would not only lead to career development of the 
employees but would also lead to the growth and development of the organization 
as a whole. 

(e) Rewards: The entrepreneur needs to design the rewards in such a way that it 
provides transparent schemes on criteria promotion, bonuses etc. The reward 
system needs to include both the financial and non-financial incentives. 

(f) Effective Human Resource Practices: Human resources are the only living, vibrant 
part of the organization. They are considered as the most important asset for any 
organization. Human Resource Management is the process of managing human 
resources in such a way that the goals of both the individuals (employees) and 
the organization are achieved. Hence HRM is the process of planning, procuring, 
developing and maintaining employees in such a way that the goals of organization 
and individual are attained in the most efficient and effective manner. Read the 
story of any successful entrepreneur and you will find that one of the secrets of 
their success is based on their ways of managing and motivating their human 
resources. Hence it is important that an organization plans and maintains its 
human resources in an efficient manner, as it is the people who make a difference 
and provide an edge to the organization. It is very important to possess this edge 
in the present dynamic, highly competitive globalized world. Let us now discuss 
the most important human resource practices to be taken into consideration 
while drawing up an organizational plan. 

(Ill) Manpower planning: Manpower planning is the process of getting the right number 
of qualified people into the right kind of job so that the organization is able to maintain 
sustainable growth over a period of time. It is the process of estimating and matching 
the supply (supply forecasting) and demand (demand forecasting) of people in the 
organization. The objective of manpower planning is a) to estimate the manpower 
requirement in future b) to utilize the current manpower in a more efficient way c) to 
cope up with the changes in manpower needs in the coming times d) to formulate 
other human resource policies like recruitment, selection, training, compensation 
based on the estimates made in manpower planning. 

The objective of manpower planning: 

(i) Forecast the manpower requirements 

(ii) Cope-up with the changing dynamic environment 

(iii) Use existing manpower productively 

(iv) Promote employees for their growth and development 
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The process of manpower planning includes: 

1. Formulate the overall objective of the organization: This is required to know in 
which direction the company plans to move. The manpower plans would be 
different for overall organizational plans on expansion, contraction or maintenance 
of the status quo. 

2. Forecast the external opportunities and threats in terms of availability of 
manpower: The availability of manpower is affected by economic development; 
by political, social, technical and legal changes and by the level of competition 
in the market (Demand Forecasting). 

3. Forecast the internal strengths and weaknesses of the current manpower: A work 
flow analysis can be helpful in finding out the number of individuals that would 
be available in the coming times (Supply Forecasting). 

4. Conduct Gap Analysis to identify the needs of manpower: The difference between 
the demand forecasting and supply forecasting will lay down the foundation for 
further strategies of manpower. 

5. Formulate strategies for human resources: If there is an excess of manpower then 
manpower planning strategies would include: retrenchment, voluntary 
retirement, layoff, transfer, termination and redeployment. Whereas if there is 
deficit of manpower, then manpower strategies would include: promotion, 
recruitment, overtime, training and retention. 

The benefits of manpower planning include: 

(a) It creates a reservoir of the talents that would be required in future. 

(b) It will determine the future training needs of the employees. 

(c) It maintains a continuous supply of adequate manpower in the organization. 

(d) Since it determines the manpower needs of the departments, it helps in 
formulating the HR budget of various departments. 

(e) It also helps in drawing succession plans. 

But the successful implementation of manpower planning requires top management 
support, an effective human resource information system, proper co-ordination of 
HR manager with other departmental managers and a constant interaction with 
the external environment to know the changes taking place in it. 

(IV) Job analysis: Job analysis is the process of evaluating the jobs. Job analysis analyses the 

tasks, duties and responsibilities to perform a job. 
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The process of job analysis includes: 

1. Organizational analysis: An overall analysis of various kinds of jobs is done in an 
organization. The overall analysis is done to assess the importance of the job and 
its linkage with other jobs in the organization. 

2. Identification and selection of key jobs: Once the overall analysis is done for all 
the jobs, key jobs are identified. Key jobs are not the important jobs but 
representative sample of jobs that can be analyzed depending on the time and 
budget allocated to Job Analysis. 

3. Collection of data for key jobs: The data collected for key jobs include: 
characteristics of jobs, tasks, duties and responsibilities to perform the job, type 
of qualification required, job behavior and attitude desired to perform the job. 
The data can be collected by personal observation, questionnaire, checklist, critical 
incidents, interviews, essay-writing, panel of experts and diary methods. 

4. Preparation of fob Description: It is a written statement that describes the duties, 
responsibilities, functions required to perform the job. 

5. Preparation of fob Specification: It is a written statement that describes the 
personal traits like skills, qualification, experience required to perform the job. 

Job Description 

Job description is a written statement of what the jobholder does, how it is 
done, under what conditions it is done and why it is done. It states the duties 
and responsibilities of a specific job. It describes what the job is all about. It 
describes in detail the tasks of the job, the duties and responsibilities to perform 
the job and the working condition to perform the job. The advantages of job 
description are: it provides clarity to the employee of what is expected of him in 
performing the job, it helps in evaluating the monetary worth of the job and it 
also helps in evaluating the performance of the job. Job description should focus 
on primary, current, normal, daily duties and responsibilities of the position 
(not incidental duties, an employee's qualifications or performance, or temporary 
assignments). It should also depict the nature and scope of the job and also its 
relationship with other jobs. 
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Job Specification 

Job specification is a written statement of human characteristics needed for 
satisfactory completion of Job. It spells the necessary knowledge, skills, abilities 
(KSA), experience, qualification required to perform a particular job. Job 
specification is very helpful at the time of recruitment and selection as it provides 
the yardstick (criteria) for measuring the prospective employees thoroughly to 
identify the best job-fit for the organization. Job specification is a natural outcome 
of job description. 

Job specification can be divided into two parts 

(a) Essential qualities: which would spell the mandatory KSA's (Knowledge, 
Skills & Attitude) required to do a job. 

(b) Desirable qualities: which would spell the desirable - but not mandatory - 
KSAs to do the job. 


Format for |ob Specification 


Job Name: 


|ob Code: 


Summary of |ob 


Educational Qualification 


Experience 


Knowledge. Skill & Abilities 


Work Orientation factor (like travelling) 


(V) Recruitment and Selection: Recruitment is the process of attracting and stimulating 
the prospective candidates to apply for a job. The objective of recruitment is to maximize 
the number of competent individuals to apply for a job. Recruitment process is especially 
important because though there is large number of unemployed people and hence 
available for employment, yet it is difficult to find competent employees. A successful 
recruitment process would not only lead to a successful selection but also would lead 
to the growth and development of employees. The various sources of recruitment are 
internal and external. The internal sources include: promotions, job rotations, job 
postings, transfers. The advantages of internal recruitment are: it takes lesser time and 
resources to recruit internally, it motivates the employees to perform better, the 
employee is well known to the company. He knows the policies of the company well 
enough and hence adjustment problems are fewer. The sources of external recruitment 
are: employment exchange, advertisement, casual applications, employee referrals, 
employment agencies, educational institutes etc. The advantages of external recruitment 
are: it infuses fresh blood with newer ideas, it provides a wider spectrum to choose 
from, and it also motivates existing employees to perform better for career growth. 
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Selection is the process of screening the candidates who have applied for the job and selecting those that 
are best suited for the vacancy The process of selection includes: (a) Screening the applications (b) inviting 
the candidates that fit the job specification (c) reception (d) application blank (e) selection testing 
(it includes written tests like intelligence test, aptitude test, personality test, achievement test, performance 
test, simulation test, polygraph test, graphology test) (f) selection interview (g) medical examination 
(h) reference checks (i) hiring decision. 

A good selection procedure forms the foundation of successful HR practices and growth and development 
of the organization. 

(VI) Training and Development: Training and development is a systematic process of 
imparting knowledge, skills and developing positive attitude of the employees and 
hence lead to improvement in the performance of the employees, which would further 
lead to the growth and development of the organization. Training has gained special 
importance in the modern competitive and dynamic environment where employees 
need to constantly upgrade their skills and knowledge for long-term sustainability of 
the organization. The process of training and development is (a) identify training 
needs (b) choose the training methods (c) design the training programme (d) conduct 
the training programme (e) evaluate the training programme (f) constantly upgrade 
and improvise the training programme. 

(VII) Performance Assessment and Career Planning: Performance assessment is the process 
of appraising the performance of the employees in their present job. It helps in 
identifying the training needs for the present job, rewarding the employees for good 
performance and assessing the potential for future jobs. The various methods of 
performance appraisal are: 

Traditional Methods: ranking method, paired comparison method, grading method, 
checklist method, forced choice method, essay evaluation method. 

Modern methods: 180-degree appraisal, 360-degree appraisal, behaviorally anchored 
rating scale, MBO and assessment centre. 

Career planning is the process of establishing career growth and career path for 
employees. Career planning involves assessment of individual's capabilities and desires, 
identifying skills and training required for upward movement in career and matching 
the desires with the required skills. Career planning has gained special importance in 
the present knowledge economy where individuals have become highly conscious of 
the manner in which their career is likely to grow in the organization. An ambitious 
career graph not only retains employees but also motivates them for better performance 
at work and for attaining higher skills and promotions within the organization. 
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(VIII) Compensation Management: Compensation is the remuneration paid to employees in 
exchange for their contribution to the organization. The objective of compensation 
management is to attract and retain employees, ensure external and internal equity, 
comply to the rules and legislations of the government, control cost of hiring and 
maintaining employees and induce desired behaviour through rewards. The factors on 
which the compensation is dependent includes: demand and supply of labour, prevailing 
wage rates, ability to pay, legislations, cost of living, individual's performance, bargaining 
power of unions. The compensation administration in India is governed by following 
legislations: Minimum Wages Act, 1948, Payment of Wages Act, 1936, Equal 
Remuneration Act, 1976, Payment of Bonus Act, 1956. Apart from these legislations 
there are wage boards, pay commissions, tribunals, adjudications, unions that help in 
regulating the compensation structure of organizations. 

SUMMARY 

Successful functioning of the organization would require a systematic organizational plan. 
Due consideration should be given to following parameters: Form of ownership (single 
proprietorship, partnership and company), building successful organizational structure 
(design and form of organizational structure, establishing prudent manpower planning) 
and job analysis (job description and job specification), recruitment and selection, training 
and development, performance appraisal, career planning and compensation administration. 

REVIEW QUESTIONS 

1. What is an organizational plan? 

2. Discuss the importance of an organizational plan. 

3. Discuss single proprietorship, partnership and company as forms of ownership of a 
business venture. Discuss the advantages and disadvantages of each. 

4. Discuss the characteristics of a company under company law. 

5. What is manpower planning? Discuss the steps involved in manpower planning. 

6. Discuss the variables for success and barriers of manpower planning. 

7. What is job analysis? Differentiate job description and job specification. 

PROJECT 

Visit an organization of your choice and study the various parameters of organization i.e. 
organizational structure, forms of ownership, HR practices, manpower planning, job analysis 
in detail, of that organization. 





LEARNING OBJECTIVES 

After reading this unit, you will be able to understand: 

• Estimates of Production and Sales 

• Cash Budgets 

• Working Capital Management 

• Profit & Loss Account 

• Ratio Analysis 

• Liquidity Ratio 


Meet Nimmagadda Prasad, executive chairman of Matrix Laboratories. He began his career as a small-time 
analytical chemist with Indian Molasses. Then in 1993 he joined Vorin Labs turned around the company, 
remaining there as an employee until 2000. Then in May 2000, he first tasted the fruits of entrepreneurship 
when he bought Herren Drugs and Pharmaceuticals in collaboration with his business associate for Rs. 3 
crore. With his sharp business acumen he constantly bought companies and turned them around. He 
bought shares of Vorin from Ranbaxy, and merged it with Vorin to make Matrix Laboratories. Then he 
constantly formed |Vs and mergers. In 2002 he merged Matrix with Medicorp; in 2003 he made two |Vs 
with two German companies, then had merger with Vera Laboratories, Medikon Laboratories, Calibre 
Engineering and Fine Drugs and Chemicals in 2004; in 2005 he acquired 43% stake in Explora Laboratories, 
acquired Docpharma, Belgium; in 2006 acquired 58.1 % in Mchem group China, had two |V's with Aspen 
Pharmacare, South Africa and acquired 55% in Concord Biotech and the sold Matrix Laboratories for Rs. 
6,210 crore to Mylan. It really takes guts and acumens to grow a company from Rs 3 crore to Rs 6,210 crore 
in a short span of five and a halfyears! 

Finance is the life-blood of an enterprise. All the key and critical decisions are based on 

finance. The success and failure of the business enterprise is to a great extent, dependent on 
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financial planning. Therefore, every entrepreneur should clearly draw up a financial plan at 
the initial stages. A clear-cut financial plan would determine the need of finance at different 
stages of business. 

Financial plans are drawn from the marketing plan (promotional plan, new product 
development plan, sales plan etc.), From the production plan (like cost plans estimating 
cost of raw material, cost of production, cost of machinery, cost of depreciation, cost of 
quality etc.) and from the human resource plan (plan involving cost of hiring, cost of 
retaining, cost of compensation, cost of training etc). 

The financial needs of an organization can be divided into four heads: 

1. Start-up expenses: The expenses incurred in starting a business. They include: 

(a) Land and Building 

(b) Machinery, equipments and tools 

(c) Furniture and office equipments 

(d) Raw material and inventory 

(e) Connection of power 

(f) Advertising and promotion 

(g) Requirements like legal certificates 

(h) Partnership agreements etc. 

2. Operational expenses: These expenses are incurred in the day-to-day operations of the 
business. For example, electricity charges, monthly rental, etc. 

3. Personnel expenses: The cost involved in maintaining and training the employees. 
The personnel expenses component of cost head is higher in the case of a service 
organization compared to a manufacturing organization. 

4. Contingency expenses: The expenses incurred to meet crises, sudden shutdowns/ 
breakdowns, changes in customer preferences, sudden drop in sales due to some defect 
sighted by customers. 

Sales plan, production plan and organizational plan can give a fair idea of cost estimates 
from all the functional area, they can be utilized to project the cost estimates. The 
following format can be used to make cost estimates of production and sales. 
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ESTIMATES OF PRODUCTION AND SALES 


Sales estimates and production estimates are derived from marketing plan and 
production plan respectively 


Product A 

Product B 


1st Year 2 nd Year 3 rd Year 

1st Year 2 nd Year 3 ,d Year 

1. Estimated production per day 
(Qty.) 



2. No. of working days 



3. No. of Shifts 



4. Estimated annual Production 
(oty.) 



5. Estimated cost of production (Rs.) 



6. Estimated Sales (Rs.) 




Determining expenses is a complex process but an essential one. A detailed forecast is 
required to assess the expenses that the entrepreneur has to incur for successful running of 
the business. 


Interpretation of Estimates of Production and Sales 

Operation/production forecasts and sales forecasts are two very important variables in 
projecting financial needs and hence financial projections of an enterprise. Usually production 
and sales forecasts are made for at least three continuous years in order to make financial 
projections for three consecutive years. The spread of expenses over a period of time gives a 
better picture. This is done keeping in mind that usually business enterprises do not make 
profits initially and break-even after a year or so. And therefore, calculations of profits are 
possible when the projections are done at least for three years. This is also important because 
the investors want to know when the company expects to break-even and when it expects to 
make profits. 


The sales and production estimates for ABC Limited.... 


Sales estimates & production estimates are derived from marketing plan & production plan respectively 


Product A 

Product B 


1st Year 

2 nd Year 

3 rd Year 

1st Year 

2 nd Year 

3 rd Year 

1. Estimated production per day 

(oty.) 

200 

200 

200 

200 

200 

200 

2. No. of working days 

250 

250 

250 

250 

250 

250 

3. No. of shifts 

20 

35 

50 

10 

15 

25 


Contd... 
































I 54 ■ Entrepreneurship 


4. Estimated annual production 
(Qty.) 

4000 

7000 

10,000 

2000 

3000 

5000 

5. Estimated cost of production 

40.000 

70,000 

100,000 

20000 

30000 

50000 

6. Sales (Qty'.) (after adjusting 
stocks) 

3500 

6000 

9000 

1800 

2800 

4800 

7. Value of sales (in '000 Rs.) 

40.000 

90,000 

130000 

18000 

30000 

70000 


Here we can see that product A breaks even in the first year whereas Product B breaks even 
in the second year. 

The following further forecasts are required for the financial analysis of business and hence 
financial plan: 

(a) Projected Cash Budget and Working Capital Budget 

(b) Projected Profit & Loss account 

(c) Projected Cash Flow 

(d) Projected Balance Sheet 

(e) Projected Break-Even Analysis 

On the basis of the above projection, ratio analysis is done to provide comprehensible data 
to prospective investors and other people interested in the business venture. 

CASH BUDGETS 

Cash budgets are estimates of cash inflows and cash outflows over a period of time. Cash 
budgets can be drawn yearly, monthly and even on a daily basis to determine the cash 
surplus and shortage. 

Cash budget can determine the net cash requirements for a given period of time and hence 
helps in making decisions in relation to working capital management and also helps in 
taking timely actions for cash management. 



2003-04 

2004-05 

2005-06 

2006-07 

Cash Inflows (in lacs) 

23,400 

21,063 

26,500 

25,000 

Cash Outflows (in lacs) 

24,500 

20,000 

27,000 

25,000 

Net Cash Requirements 
(in lacs) 

1100 

1,063 

500 

— 
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Here we can see that cash requirement is more in the year 2003-04, 04-05 than in 05-06 
and 06-07. Accordingly, the company can make decisions for adequate cash management. 

WORKING CAPITAL MANAGEMENT 

Working capital is the excess of current assets over current liabilities. Working capital is 
employed for financing the current operations of the business. Current liabilities include: 
creditors for goods, wages, manufacturing expenses, and administrative expenses. 

Current assets include cash-in hand and cash at bank, raw material, work-in-progress, 
finished goods and accounts receivable. 

Working Capital = Current Assets- Current Liabilities 



Working capital is required to meet day-to-day transaction of the business. Working capital 
cycle of any manufacturing concern consists of the above diagram. 
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Working Capital Cycle 

1) Cash 2) Raw Material 3) Work-in-progress 4) Finished goods 5) Receivable accounts. 
The cycle moves as raw material is converted into work-in progress into finished goods into 
receivable accounts and then into cash. 


Estimation of Working Capital 

Working capital estimation is an important and difficult task. Important because any 
business needs an optimum level of working capital in order to meet the requirements of 
operations of business on day-to-day basis. Difficult because there is always an element of 
uncertainty in all types of business, so the determination of optimum level is not easy. 
Moreover, an excess of working capital is maintained it can lead to what is termed as 'holding 
cost' or cost of liquidity and if low working capital is maintained, it can lead to 'shortage 
cost' or cost of liquidity which results in stoppage or delay of operation. 

Factors on which working capital is dependent: 

1. Type of industry 

2. Size of business 

3. Volume of sale 

4. Organisation’s policies, in terms of sale, purchase, inventory, raw material 

5. External business environment 

6. Organization growth policies 

7. Estimation of working capital 

PROFIT & LOSS ACCOUNT 

Profit/Loss: The difference between the revenues and expenditures determines profits (when 
the revenues are in excess of expenditures) and losses (when expenditures are in excess over 
revenues) 

Profit & Loss account also termed as income statement. It is a financial statement that will 
determine the pattern of revenues and expenses over a period of time (which is usually 
prepared for a year). 

Income Statement Format: There is no prescribed format for income statement. However, 
the rules for preparation of P & L accounts are given in Part II Schedule VI of the Companies 
act. The time period in which P & L is prepared is usually one year but it can be prepared 
for a month or a quarter. 
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The format that can be useful for P&L account 


Sales 



Net sales 


Less cost of goods sold 


Raw material consumed 


Factoiy wages 


Electricity & power 


Less operating expenses 


Operating profit 


Less non-operating expenses 


Add non-operating gains 


Profit before tax 


Dividends or capital 


Profit retained 



Components 

1. Revenue: Total revenues earned over a period of time. The revenues are earned from 
operating revenues (sale of goods or rendering services) or from non-operating revenues 
(like rent received). 

2. Expenses: Total expenses incurred over a period of time. Expenses occurred include 
cost of goods sold, selling expenses and administrative expenses. 

3. Gross profit: Difference between revenue and cost is called gross profit. It is also 
termed as profit before interest and taxes and when interest and taxes are deducted 
from it then it is termed as profit after interest and taxes. 

Funds Flow Statement: Funds flow statement is the statement of sources and uses of funds. 

It is very important for an entrepreneur to make the estimates about the sources and uses of 

funds for the following reasons: 

(i) It estimates the total cash requirements 

(ii) It enables proper planning for next year in terms of amount of funds required 

(iii) It identifies the direction and volume of flow of funds 

(iv) It helps in judging whether the organization is making progress or problems are 
arising. 
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Funds flow statement can be prepared on the following basis: 

1. Funds Flow Statement on the basis of working capital 

2. Funds Flow Statement on the basis of cash 

3. Funds Flow Statement on the basis of total revenues 

Funds Flow Statement on the basis of working capital: The objective of preparing this is to 

estimate the working capital requirements of the business. The sources of working capital 

will include: 

1. Operations: Net Income + Depreciation: Depreciation is added to net income because 
depreciation amount remains with the business 

2. Issue of share capital: Total cash received from issue of share capital 

3. Long-term borrowing: Total cash inflow from long-term borrowings 

4. Sale of goods other than current assets and investments. 

The uses of capital include: 

1. Payment of dividend and taxes 

2. Purchase of other current assets 

3. Redemption of debenture and redeemable preference shares 

4. Repayment of long-term liability 

Format: 

Sources of Fund 
Operation 

Net Income 
Depreciation 
Issue of share 
Long term borrowings 
Sale of non-current assets 

Uses of Funds 

Payment of dividends 
Purchase of other current assets 
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Redemption of debentures and redeemable preference shares 
Repayment of long-term liability 
Changes in Working Capital (Uses - Sources) 

Balance Sheet: Projected Balance Sheet is the statement of forecast of assets and liabilities of 
a business firm over a period of time, usually a year. In fact, it is cumulative in nature as it 
reports the results of all kinds of financial activities between its current or fixed, short or 
long term of a business. For a start-up business it is prepared on a quarterly basis but a 
yearly balance sheet is prepared for all kind of business in the later stages. 

Balance Sheet is an expansion of following fundamental equation: 

Assets = Liabilities + Owners Equity 

Assets: Assets are the economic resources that a business owes. It includes everything that is 
expected to assist in the earning of revenues in future. Assets of a business can be divided 
into current assets and fixed assets. 

Current Assets: Current assets are those assets that are expected to be converted into cash 
(sold or consumed) during the next year or normal operating cycle of the business whichever 
is longer. Current assets include: 

• Prepaid expenses/payment in advance: these are not current assets in the sense that 
they will be converted into cash, but if they are not paid in advance they would 
require the use of current assets during the operating cycle. These include rent, 
insurance, taxes and operating supplies. 

• Inventories: A manufacturing unit has three kinds of inventories: raw material, work- 
in-process and finished goods. 

• Sundry debtors (including adjustments for bad debts and its reserves) and bills 
receivable. 

• Temporary Investments!marketable investments include investments of cash that will 
be converted into cash within a year and they are available for current operations. 

• Cash in hand and cash at bank. 

Current Liabilities: Current liabilities are those liabilities that are to be paid within a year 
or normal operating cycle of the business, whichever is longer. Current liabilities include: 

• Trade liabilities and bills payable that incur during acquisition of materials and supplies 
to be used in the production of goods or in providing services to be offered for sale. 

• Debts related to operating cycle such as wages, commissions, rentals, royalties and 


taxes. 
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• Other current liabilities like provision for tax, dividends payable, overdraft, short 
term loans, deferred revenues and advances from customers. 

Non-Current Assets: Non-current assets are those assets that an entrepreneur intends to 

hold for more than one year. They include: 

(a) Tangible assets: Non-current assets include tangible assets that are used in the 
production of revenue, have a useful life of more than one year and are not intended 
for resale in the course of regular business operations. Tangible assets include land and 
building, leasehold, plant and machinery, furniture and fittings, motor van, lorry. 

(b) Intangible assets: Non-physical but variable assets like good will, copyright and 
trademarks, patents. 

(c) Fictitious assets: They include underwriting commission, brokerage, discount on issue 
of shares and debentures, interest paid out of capital, development expenditure not 
adjusted, heavy advertisement expenses, preliminary expenses, wasting assets. 

(d) Investments include stocks and bonds acquired, cash surrender value of life insurance, 
land haled for future use. 


Proforma of Balance Sheet 
Balance Sheet of XYZ as on 31.3.200... 


Capital and liabilities 

Amt. 

Assets 

Amt. 

Capital 


Fixed Assets: Tangible 


-Ecruity Share Capital 


Land & building 


-Preference Share Capital 


Leasehold 


- General Reserves 


Plant & Machinery 


- Funds 


Furniture & Fittings 




Motor, van, loriy 


Liabilities 


Fixed Assets: Intangible 


Long Term Liability 


Goodwill 


-Secured Loans (Public deposits, long term 
loans) 


Copyrights & trademarks patents 


-Unsecured Loans (Debentures, Bonds) 


Fictitious Assets 


Curent Liabilities 


Underwriting Commission 


-Trade Liabilities 


Brokerage 



Contd... 
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- Bills Payable 


Discount on issue of shares and debentures 


-Creditors 


Interest paid out of capital 


-Provision for taxes 


Development expenditure not adjusted 


-Dividend payable 


Heavy advertisment expenses 


-Overdraft 


Preliminary expenses 


-Short-term loans from bank 


Wasting assets 


-Deferred revenue 


Current Assets 


-Advances from customer 


Payment in advance/prepaid expenses 


Contingent Liabilities 


Closing Stock/Stock in trade (RW+ 
WIP+Finished Goods) 


-Claims against the firm not acknowledged 
as debt 


Sundiy Debtors (including adjustments for 
bad debts and its reserves) 


- Uncalled liabilities on investment in other 
companies 


Bills receivable 


- Arrears of fixed cumulative dividends 


Temporaiy Investments/ Marketable 

Investments 


- Liability on account of bill discounted with 
bankers 


Cash In Bank 


-Estimated amount of contracts remaining to 
be executed on capital account and not 
provided for 


Cash in Hand 




Contingent Assets 




(e.g. winning of law suit) 


Total 


Total 



Long Term Liability 

All the operations owed to outsiders that are not due within one year or normal operating 
cycle whichever is longer are called long-term liabilities. It includes secured loans (public 
deposit, long term loan); unsecured loans (debentures, bonds). 


Owners Eouity 

The owner's equity section of balance sheet is the claim of the owner on the resources of 
business. The form of ownership will decide the entry of variables under this heading. If it 
























162 ■ Entrepreneurship 


is a proprietorship firm, the owner's equity will show a single capital account. For partnership 
firm it would show accounts of all the proprietors as partner's capital account. For a corporation 
it would mean stockholder's equity. 


Break-even Analysis 

Break-even analysis shows the relationship between costs and profits with the sales volume. 
It determines the activity where total cost is equal to total sales i.e. point of zero profit and 
zero loss. It can be used to determine probable profits at any level of activity. 

Mathematical Calculation of Break-even Analysis 


Break-Even Point (Rs) = 


Fixed Cost 
P/V Ratio 


Break-Even Point (Units) = 


Fixed Cost 

Contribution per unit 


P/V Ratio = 

Contribution = 
Margin of Safety = 


Contribution , 

-xlOO 

Net sales 

Sales - Marginal Cost 

Actual Sales Revenue - Break-even Sales Revenue 


,, . - „ . _ . Margin of Safety 

Margin ol Safety Ratio = - 

Actual Sales (Rs) 


Profit = Margin of Safety X P/V Ratio 


Break-even Graphics 

Break-even graphic representation depicts the relationship between costs, volume and profits. 
It not only shows BEP but also the effects of costs and revenue at varying levels of sales. 

Assumptions regarding BEP graph: 

1. Cost can be divided into variable and fixed component. 

2. Fixed cost remains constant during relevant volume range of graph. 

3. Variable cost per unit will remain constant during relevant volume range of graph. 

4. Selling price per unit will remain constant irrespective of quantity sold with the relevant 
range of graph. 
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5. In case of multi-product company even sales mix remains constant. 

6. Production and sales volumes are equal. 

Break-even point helps in determining how many units should be sold in order to break 
even at a given selling price. 

BEP is an effective management tool as it provides insights into the effects of inter-relationship 
of factors which influences profits of the project. The relationship between cost, volume 
and profit makes up the profit structure of the project. It is very useful for budgeting and 
profit planning. 

Profit Volume Graph: It shows the relationship between profit and volume. It is also called 
as P/V graph. It is constructed as follows: 

1. Select an appropriate scale for sales volume on horizontal axis. It will be called sales line. 
This line is drawn in the middle region so that both profits and losses can be depicted. 

2. Select an appropriate scale for profit and loss (fixed cost) on vertical axis. Fixed cost is 
below the sales line on left hand side of vertical axis and profits are shown on the right 
hand side above the sales line. 

3. Points are plotted on P/V graph for required FC and profit at 2-3 assumed sales levels. 
Profits are selected in such a way that one profit is above sales and the below the sales line. 

4. Origin of the curve is a point of total fixed cost at zero level of sales. 


5. Now if we join the points of origin with two points developed as per step 3 by a diagonal 
line which crosses the sales line, the intersecting point is Break Even Point (BEP). 



Break Even Analysis 
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RATIO ANALYSIS 


Financial analysis of various financial statements comparing one figure with the other to 
derive meaningful information is called ratio analysis. Financial ratios are very important tools 
for locating the symptoms of various problems. They can be used for diagnosing the symptoms, 
monitoring performance and are also helpful in planning. They can be classified into: 

(a) Profitability 

(b) Liquidity 

(c) Solvency 

(d) Other Ratio 

Let us discuss them in detail. 


(a) Profitability Ratio: 

(i) Gross Profit Margins: This ratio shows the margin on sales after covering 
manufacturing, administrative and marketing expenses. 

Gross Profit Margin = Gross ProFlt x 10Q 

Net Sales 

OR 

Profit Before Income Tax 

-xlOO 

Sales 

Gross Profit = PBIT (Profit Before Interest and Taxes) = Sales less Manufacturing, 
administrative and marketing expenses but without deducting interest and taxes. 

A high gross profit (GP) with no change in cost of goods sold indicates good 
management. It also indicates a higher sales price. A relatively low gross profit is 
a danger sign and the management needs to thoroughly analyze the factors 
responsible for it. 

In order to use or interpret this ratio it is important to pay attention to: 

(a) Effect of changes in selling price: How would the profit margins increase or 
decrease by the changes in selling prices. 

(b) Changes in sales mix: If the company sold Rs 1.5 crore from detergents at a 
profit margin of 10% and Rs 90,00,000 from toothpaste at a profit margin 
of 355 then pulling out detergent may reduce the turnover, but would 
increase the gross profit margins. 

(c) The effect of changes in costs on gross profits. 


Gross Profit Margin 
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(ii) Net Profit Margin: This ratio shows the margins on sales after deducting all 
expenses, interest and taxes. 


Net Profit Margin 


Net Profit After Tax 
Sales 


x 100 


In order to use or interpret this ratio, it is important to view: 

(a) Effect of changes in the selling price 

(b) Profit Margins for different products of the same company to know which 
is better 

(c) Profit margins of two different companies can ascertain which is doing 
better. 

Like GP, even Net Profit (NP) indicates the management's ability to recover 
revenue and manage cost. It indicates cost price effectiveness of the 
operations. A high NP indicates adequate return to the owner. 

(iii) Expense Ratio: Another profitability ratio is the expense ratio. It is calculated by 
dividing expenses by sales. The different expenses ratios are: 


(a) 


Cost of Goods Sold (COGS) = 


COGS 
Net Sales 


xlOO 


■ Selling expenses 

(b) Selling expense ratio = -xlOO 

Net Sales 


(c) Operating Expenses = 


Administrative Expenses + Selling Expenses 
Net Sales 


(d) Administrative Expenses Ratio = Admin Expenses xlQQ 

Net sales 


, % „ . COGS + Operating Expenses 

(e) Operating Ratio = -xlOO 

Net Sales 

It can be used for comparing expenses over a period of time, with self as 
well as similar players. A high expense ratio indicates that a relatively small 
share of sales is available for meeting the financial liabilities, but for a 
company whose major sources of expenses are non-operating, expense ratio 
do not hold much of importance. 
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(iv) Return on Investment: Profitability can also be calculated on return on 
investment. They are of three types a) return on assets b) return on capital 
employed c) return on shareholders equity 

(a) Return on Assets (ROA) is the relationship between profits and assets. 


ROA = 


Net Profit After Tax + Interest 
Avg Total asset/Tangible assets/fixed assets 


(b) Return on Capital Employed (ROCE): It is similar to ROA except that 
instead of total assets the total capital employed is taken into account 


ROCE = 


Net profit after tax + Interest — Tax 
Avg total capital employed 


It indicates how efficiently the long-term funds are used. The higher the 
ROCE the more efficient is capital employed. 

(c) Earning per share: It measures the profit available to shareholders of the 
company. 


EPS ^ £t ^ ro ^ lt ava ^ a ^l e t0 equity holders 
No. of ordinary shares outstanding 

EPS can be compared 1) over a period of time 2) with other firms 3) with 
the industry average. It does not reveal firm's profitability in a way because 
of profit retention though share outstanding remains the same but its 
comparative analysis over a period of time and with other company can 
provide great insights. 

(d) Dividend per share: DPS is the net distributed profit belonging to 
shareholders divided by number of ordinary shares outstanding. 


DPS 


Net Profit after interest and preferences 
dividends paid to ordinary Shareholders 

No of outstanding shares 


It is basically what owners receive from firm. Like EPS even DPS should 
not be taken at face value but a trend analysis over a time and with other 
companies can provide insights. 

(e) Dividend Pay out Ratio: It measures the earnings belonging to the ordinary 

shareholders and the dividends paid to them. 
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r ^ nc Total Dividend to equity holders 

i—/ Id— 

Total Net Profits belonging to equity holders 

D/P is widely used to assess the overall earnings of the shareholders. Investors 
have market preferences for higher D/P ratio. 


LIQUIDITY RATIO 

Adequate liquidity is the ability of the firm to meet short-term obligations of the firm. 
Liquidity can affect even the survival of the firm, whereas a relatively high liquidity indicates 
that funds are idle, and therefore a proper balance is required. Liquidity ratios are of the 
following types: 

(a) Net Working Capital: It is the excess of current assets over current liabilities. 

NWC = CA - CL 


An organization should have a sufficient NWC to meet the claims of creditors and for 
meeting daily needs of the business. A low NWC is the first sign of financial problems. 


(b) Current Ratio: It is measured by dividing current assets with current liabilities. 

CA 
CL 


CR : 


The higher the CR the higher is the organization's ability to meet current obligations 
and better is the safety of funds for short term creditors. 

(c) Acid Test or Quick test is the ratio between quick current assets (i.e. cash in hand and 
bank balance, short-term marketable securities and debtors/receivables) and current 
liabilities. 

It indicates the firm's ability to serve the short-term liability. It is widely used to 
determine the firm's ability in terms of liquidity position. 

(d) Turnover Ratio: It is used to assess how quickly can certain current assets be converted 
into cash. There are three important ratios: 

1. Inventory Turnover Ratio: It is calculated by dividing cost of goods sold by the 
average Inventory. 


ITR 


COGS 

Avg. Inventory 


Sales — Gross Profit 
Avg. Inventory 


It indicates how fast inventory can be sold and converted into cash. A high ITR 
would indicate fast liquidity of inventory. 
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2. Debtor Turnover Ratio: It is determined by dividing the net credit sales by 
average debtors' outstanding during the year. 

Net Credit sales Sales - Sales Return 

D1 iv = - = - 

Avg Debtors Avg Debtor 

This ratio indicates how fast debt can be converted into cash. High DTR indicates 
short time lag between sales and cash collected. 

3. Creditors Turnover Ratio: It is the ratio between net credit purchases and average 
amount of creditors outstanding during the year. 


Creditors Turnover Ratio = 


Net Credit 
Average Creditor 


OR 


Credit purchase less returns 

C_V I IV = --- 

Average Creditor 

A high CTR indicates that credits from suppliers are settled fast. 

Leverage!Capital Structure Ratio: it is used to assess the long-term solvency of the firm. 

1. Debt Equity Ratio: It is the ratio between owner's funds and borrowed capital. 

. . Long Term Debt 

Debt Equity Ratio = -;— 

Shareholders Equity 


It indicates the relative claims of owner's capital and outsiders. A high D/E ratio 
indicates that a large share of financing is by creditors and owners are putting less 
money. Greater the D/E ratio greater is the risk to the creditor. 

Importance of ratio analysis 

Ratio analysis is used to assess the performance of the firm in the following aspects: 

1. Trend Analysis 

2. Inter-firm Comparison 

3. Operating Efficiency Analysis 

4. Long-term financial viability 

5. Reveals strength and weakness of business 

6. Overall profitability of the business 
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SUMMARY 

A financial plan involves several forecasting techniques: the forecasting begins with estimates 
for production and sale, followed by cash budget, working capital, projections in relation 
to P&L account, cash flow and balance sheet. From these projections the break-even of the 
company can be calculated and ratios can be analyzed to study the financial feasibility of 
the proposed business venture. It is important to mention that because of external and 
internal factors affecting business the break-even and hence profit generation for the business 
begins only after the completion of first year for most of the organization. Hence the 
projections are made for three consecutive years to give a better picture of the proposed 
business in terms of financial viability. 

REVIEW QUESTIONS 

1. What are the proformas of Cash Flow and Balance Sheet? 

2. Discuss cash budget and working capital budget. 

3. Discuss some of the ratios for assessing the financial viability of project. 

4. Discuss break-even analysis and its importance in assessing the financial viability of a 
project. 
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Case 2.1: Khushi Plastics 

Its not been a miracle that Khushi Plastics Private Limited has been able to have a turnover of Rs 20,000 
crores in a span of 15years. The success has come from the arduous efforts of the promoters. 

Company's Background 

Mr Prarnod was a manager in a small plastic factoiy where he realized that working for someone else would 
not Quench his thirst for money, flexibility and growth so he decided to go on his own. In 1990 he started 
with a small retail shop that sold plastic products like polythene and plastic sheets. Through market 
sources he came to know that there was a huge pile of plastic scrap lying on the offshore of a Gujarat port 
at throw away prices. He was Quite excited by the news and he informed his past employer (the owner of 
the plastic factoiy) about it and how they could use this scrap with two or three new machines and make a 
fortune. But the owner was not interested in purchasing the scrap and in fact had decided to even sell off 
his current factory. This was the turning point in his life. Prarnod was not getting the returns from his 
current shop and an excellent business opportunity was beckoning with wide-open arms. He therefore 
decided to visit Kandla Port. With the little money he had, Prarnod bought the scrap, then he bought some 
old machines after selling his parental house. He took a factoiy premise on rent and started manufacturing 
polythene. The company was able to achieve break even in just 8 months (which is commendable!). After 
this there was no looking back. After reaping profit constantly for nineyears there was a slack period in the 
year 1997, when polythene bags were banned by the government. At that time Prarnod ventured into a new 
and related business-manufacturing of disposable plastic containers. The sales and hence profits shot up 
exponentially. Khushi Plastics not only became pioneers in the disposable plastic container business but 
also became market leaders. 

The Product 

The disposable plastic container manufacturing at Khushi Plastics is made of special grade of Polypropylene 
glasses that guarantee optimum strength and clarity. They are crack-resistant, leak-free and pollution-free 
in nature. The range of products that are available include: 

(a) DPP Plastic Glasses: In 3 sizes: 250 ml, 400 ml and 50 ml. The two brands that are available for 
each: Classical and Funda. 

(b) DPP Plastic Plates: In two sizes: Quarter plates and full plates. The two brands that are available in 
each include: Classical and Kissan. 

(c) DPP Plastic Spoons of standard size, the brand name is Saathi. 

(d) DPP Plastic Bowls Standard of medium size, the brand name is Mili. 

Distribution Strategy 

Khushi Plastics has a two-tier distribution system. Distributors are to be given a discount of 10% on cash sales. 

Production 

The location of the plant is in the industrial area of the town. The machineries brought fiveyears back were 
high tech and expensive but thanks to the fast changing technology, had now become obsolete. The 
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machineries were growing old and their efficiency was declining and purchasing even one single new 
machineiy would mean heavy financial burden, which the company was not in a position to hold. 

But the biggest problem was freouent power cuts, which was leading to dependence on generators for 
power generation and hence escalating prices. Even the prices of PP plastics (the raw material) were 
fluctuating. 

The Market 

The market of disposable containers is seasonal and is highly dependent on the Hindu marriage season. 
The competition is also rising. Fifteenyears back Khushi Plastics, was the only company in the whole of 
northern India that was into the industry of manufacturing disposable plastic containers, but today there 
are more than 25 similar industries within the diameter of 100 km. Moreover, a new product-disposable 
thermocol containers (which are much costlieryet more handy) were replacing the plastic containers in 
the urban market. The distributors who were giving prompt payments had also started demanding credit 
purchases. 

The Organisation 

Khushi Plastics is a registered firm of father and his two children. The strategic decisions are taken by 
Pramod himself, whereas marketing decisions are in the hands of his elder son Vaibhav and finance & 
accounts in the hands of his daughter Vaishali. The FIR operations are managed by Pramod and Vaibhav. 
At times Pramod and Vaibhav have differences in opinion about marketing and operational strategies and 
they end up in a series of arguments to prove their points. 

There are five loyal supervisors who have more than 20years of association with Pramod. The problem 
employees are front line workers who frequently absent themselves from their work on occasions of 
festivals and marriages (which are also the peak season for the company). 

Pramod now wants to shift his business operation from the present area because of the power crisis, rising 
competition and declining margins. But Vaibhav is against the locational shift and they are in an argument 
again. Through market research Pramod has identified two alternative locations and he is tiying to explain 
to his son that, "the change has now become desirable for us." But Vaibhav is counter-arguing that the 
problems that are coming up in the present location would also emerge in any other location after a 
passage of time. So how far is it wise to keep shifting from one place to another? It is better to face and fight 
the situation than to run away from it Dad". Pramod retorted, "Son canyou suggest me one good way to 
come out of it? We have already tried everything suggested by you and if we don't take the decision now 
we would be simply thrown out by the market forces that have already crushed our margins, our employees 
and our sheer existence!" With this they ended up the discussion but Pramod is still not sure that what 
would he be doing to actually fight the challenges thrown up by the external environment. 

Location 

Pramod has been able to short-list two locations: the pros and cons of both have been taken along with the 
pros and cons of the present location. 
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Present Location 

Pros 

1. Labour and market are in vicinity 

2. Promoters home town 

3. Raw materia] is easily available 

4. Readtymade existing factoty can be made available for manufacturing the new product. 
Cons 

1. Freouent power cuts 

2. Rising competition 

3. No tax subsidies 

4. The present factoiy does not have scope for expansion. 

Alternative Location / 

Pros 

1. Power is available in abundance 

2. Land is available in abundance at a much cheaper rate 

3. Tax subsidies are available 

4. Competition is less. 

Cons 

1. Labour is not easily available 

2. Market is far-flung 

3. Raw material is costlier than the present location. 

Alternative Location 2 

Pros 

1. Power is adequately available 

2. Labour is slightly costlier than the present location_yet it is available 

3. Market is available. 

Cons 

1. Relocation cost is high 

2. Raw material is costlier than the present location. 
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Questions 

1. Sketch a SWOT analysis of the case. 

2. What suggestions doj'ou give to Prarnod to bring a turn around in the business? 

3. Ifyou were Vaibhav what would beyour line of action? 
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Case 2.2: Piyush General Store 

The law of the sea, where big fishes eat up small fish, also applies to business (the bigger firms throw the 
smaller ones out of business). But then wait-the human mind possesses immense potential and is much 
more evolved than any other creature in the world. Therefore, smaller placers too develop themselves to 
challenge the bigger placers. The case incident over here discusses how Piyush Store, a 35year old retail 
outlet in Mahanagar, Lucknow grew from door-to-door bread seller to a retail shop owner and then started 
losing its customers when the country was hit by the retail revolution. The case does not end here. It 
discusses how Piyush Store fights back in the reverse circumstances and then provokesyou to suggest 
ways and means to regain its lost position of the most sought after store in the local area. 

The Background 

Raghavwason his own from the tender age of 15. He began with selling breads door-to-door. The concept of 
door-to-door selling might be very common now but it was unictue in 1970 and therefore Raghav got good 
response from the customers for the convenience he offered. He had 35 customers in all, to whom he 
supplied bread and later, even newspapers and eggs evetyday. Within threeyears he made good money, 
opened a store, got married and had a son. He named the outlet after his son's name, 'Piyush General Store'. 

Piyush General Store 

Raghav still continued with introducing innovative practices like dial-and-order, home delivery and bulk 
discounts, which gave him good response from all the nearby residents and within a short span of twoyears 
it became the much sought after store in the local area and had been constantly growing. By the turn of 
2000, he had a customer base of 650 households. 

Vision 

To be the best retail outlet of the town. 

Mission 

To provide high Quality, wide range of products and services to the customers. 

Objective 

To seek customer satisfaction, customer loyalty and customer retention through innovative practices. 

The Product Ranges 

Piyush General Store is a complete departmental store and has products ranging from: 

• Food and Beverages 

• Personal Care 

• Domestic Care 

• Fashion Accessories 
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• Toiletries 

• Stationeiy and Gifts 

• Loungeries 

• Babiy Products 

• Disposable Containers 

• Party Products 

The Market 

Piyush General Store has a veiy strategic location. It is located in the heart of Mahanagar, a locality in 
Lucknow, which has a total population of 3.5 lakh and more than 75,000 households, so the market is huge. 

The Services 

Piyush General Store offers the following services: 

• Dial-and-order 

• Free Home Delivery 

• Vacuum packed foodgrains and spices 

The Growth 

Piyush General Store has grown multifold in the past 35years, both in terms of the number of household 
it served and profits made. Life was veiy peaceful, Raghav worked hard, paid personal attention to the 
customers, set high targets for every month and crossed those targets every month. Customers were 
satisfied and hence were loyal to the store. Margins were high, it was like dream come true for Piyush 
General Store. 

Problem Encountered 

Since 2000 India started witnessing the retailing boom and so did Lucknow. The first mall-cum-multiplex 
that came up was East End Mall in Gornti Nagar in 2003 followed by Big Bazaar at Sahraganj, Landmark 
Arcade, Vishal Mart, Fun Republic, Good Bakery to name a few, all introducing wide range of retail 
products under one roof. They started attracting customers from day one because of the style they 
offered, large number of products: heavy discounts and an experience of world class shopping malls. The 
biggest threat has been posed by Big Bazaar, which is direct, as it is a case of a very big competitor offering 
a wide range of products at heavy discounts. 

The Response by Piyush General Store 

Raghav had realized in early 2005 the seriousness of the competition arising from these big brands and 
the world-class shopping experience offered by them. Therefore, he himself introduced renovation of his 
retail shop and converted it into a fully air-conditioned one, well displayed products with wide ranges. He 
also introduced a new business strategy of high volume and low margins to attract the lost customers. 

Contd... 





176 ■ Entrepreneurship 

Raghav also invested in advertising and distributed pamphlets to all the 70,000 households of Mahanagar 
featuring the range of products, the discounts and the services introduced at Piyush General Store. Yet, 
even now, eight months after the renovation, the sales have not shown much improvement. Diwali, a big 
Hindu festival is two months away. This is considered as the hottest season for any retail outlet in India. 
Piyush General Store has shown good clientele in the past when sales were so high that the Quarter of the 
profits of the wholeyear used to come from this festival season. But this time Raghav is jeopardized about 
the fate of Piyush General Store because the bigger boys (read Big Bazar, Vishal Mart etc.) have announced 
mega discounts and shopping carnivals for the Diwali festival. Raghav is naturally anxious, thinking about 
how to keep his customers loyal to him and how to generate an increase in sales. 

Questions 

1. What is the problem in the case? 

2. What suggestion doyou give Raghav to fight the challenges thrown up by the big market players? 
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Case 2.3: Swastik Transformers 

Mr Arun Kumar has been issued a notice by City Co-operative Bank for non-payment of 24 consecutive 
installments of the loan. The notice reads as under: 

Dear Mr Arun Kumar 

This is to informyou that you had taken a loan of Rs 15,00,000/- for a period of 24 months. The interest 
rate fixed was at the rate of 1.99% per month for whichyou had submitted the papers ofyour property B- 
111, Sector B, Aliganj, Lucknow. Butyou have not paid back a single installment since then because of which 
your loan amount due to us has increased to Rs 21,00,000/-. We reouestyou to meet the undersigned in 
this regard and provide some insights on when and how will the repayments be made, failing to whichyour 
property would be seized. 

Thanking You 

Regards 

Ashish Rastogi 

Bank Manager. 

CCB, Lucknow 

Arun Kumar was veiy perplexed and tensed about the notice and was wondering how would he make the 
payments to the bank and what went wrong in the strategies which has led to the sudden downfall of the 
company and therefore led to his bad fortune. 

Background 

Swastik Transformers is a I7year old company, manufacturing and supplying transformers. Their main 
clients are PSU's like UPPCL, |al Nigam, HAL, 1IM etc. It is a single proprietorship company, owned and 
run by Arun Kumar. 

Arun Kumar (56years of age) is a self-made person. He had started working as an L1C agent when he was 
barely 2 lyears of age as he was the eldest male in his family of seven after the death of his father. He was 
offered the job against his father's post; he worked for twoyears and then realized that working within the 
boundaries set by someone else could not give him enough freedom and ability to earn more. He opened 
a restaurant in Varanasi with his brother-in-law. The restaurant gave remarkable returns: thanks to the 
sharp business acumen and perfect instincts that could satisfy the palate of his customers. But when the 
business was roaring. Kumar one day had a strong argument (minor arguments had started in the initial 
days). He abused his brother-in-law and then the difference in opinion grew so much that Kumar decided 
to wind-up the flourishing business. He then shifted to another city, Lucknow, the capital of UP. This time 
he decided to go it alone. 
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The Company 

Swastik Transformers established its manufacturing unit in 1990 to produce power transformers. In the 
early days it was used to satisfy the needs of public utility organizations and private industrial undertaking 
of Lucknow and nearby places like Kanpur, Barabanki etc. 

The initial tenyears were a golden period for the company. The sales figures were soaring and the profits 
were impressive enough to make anyone envious of its growth. But after the policies of privatization of the 
power sector, the state began attracting the bigger players from across the country and the company 
started feeling the dents. The big tenders for manufacturing transformers were now being given to bigger 
organizations, which were not only Quoting lesser price but were also delivering faster and better services. 
Kumar was undergoing a lot of stress to keep up with these bigger players and was finding it hard to match 
them because of the lack of finances. Twoyears ago, he had taken a loan from the bank worth Rs. 15,00,000/ 
-, but pumping in finances alone was not able to fuel the company's growth. The company kept incurring 
losses to such an extent that it was not able to repay its loans, which had now mounted to Rs. 21,00,000/ 
-. With the lack of funds and the burden of loans, Mr. Kumar's business was completely paralyzed. 

The Product 

Swastik Industries manufactures transformers since the last I5years. In fact it was the pioneer in manufacturing 
and distributing transformers in Lucknow. It has designed and manufactured 580 high Quality transformers 
in the past I5years. The product range includes: 

• 1-Phase and 3-phase transformers as per specifications 

• High voltage transformers upto 120 KV 

• Low voltage transformers upto 100 KVA 

• Isolation Transformers 

• Transformers for breakdown testing upto 100 KV 

All the transformers satisfy IS (Indian Standards). Swastik Transformers has a total Quality management 
system to offer the best customer satisfaction. All the transformers undergo Quality test through insulation 
resistance test, resistance measurement test, polarity and phase relationship test, impedance voltage 
test, load loss measurement test etc. 

Swastik transformers offers a oneyear warranty but this does not cover accessories: round the clock after¬ 
sales service for future maintenance and problem correction. 

The Market 

Swastik Transformers has limited its sales to the state of UP. There are more than 250 public utility 
organizations and private sector companies in Lucknow and nearby areas that are the target markets for 
the company. In 1990 they were the pioneers in transformer manufacturing, distribution and maintenance. 
Earlier to them, transformers were imported from the states of Gujarat and Maharashtra (which were 
costlier and could not respond to immediate maintenance requirements). Though competitors were 


Contd... 





Chapter 8: Drawing Functional Plan-IV: Financial Plan ■ 179 


present even then, Swastik was able to maintain its market share and image with its Quality products and 
services for 10 longyears. Then the state of UP also decided to gear up and become an industrial hub, for 
which the UP Development Council was set up. Then UP, especially the state capital Lucknow, started 
showing multiple developments in infrastructure. With it newer and bigger players in manufacturing 
transformers started pouring in. 

The People 

Arun Kumar is the sole proprietor of the firm. Fie has a technical staff of 8 employees and managing staff 
of two. 

Kumar is himself a BE (Mechanical Engineering) and hence works along with the technical staff in 
manufacturing of the transformers. Fie has the ability to devise ways and means to manufacture transformers 
with his little resources he has. But he does not have control over his temper. When the work is not done 
on time he loses his temper and shouts loudly at the employees, which all the employees strongly 
condemn in his absence. With continuous loss, and stress of not being able to repay loans his short- 
tempered behaviour was constantly increasing and causing further grievance to his employees. The losses 
have been so high that for the past two months he has not been able to pay full salaries to his employees. 
Not surprisingly, few employees plan to leave the organization. But luckily, there are few loyal employees 
as well who are supportive and are encouraging him to take up new projects and are also assuring their 
loyalty to him. 

Mr Kashyap, the employee with longest association has brought a proposal from a larger player, Kannika 
Enterprises, in which the latter has suggested that Swastik becomes a subsidiary of Kannika and includes 
the GM of Kannika in Swastik's board members list. Arun Kumar is sitting and wondering about the pros 
and cons of the proposal and thinking whether he has any other alternative before him. 

Questions 

1. What led to the downfall of Swastik Transformers? 

2. Do the SWOT analysis of the case. 

3. How far doyou think the behaviour of Kumar has been responsible for the losses? 

4. As a consultant to the company, what suggestions doyou give to Kumar? 
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Case 2.4: The Toi Story 

Mrs Pratibha was veiy excited about the new order placed by Bada Bazaar-the biggest retail outlet in the 
Northern Region. The order was placed to supply educational range of toys to Bada Bazaar for twoyears. 
The order would mean keeping all the operating resources functional for the next twenty-four months. But 
the finances at Toi Stoiy were abysmally low and for the last three Quarters the company has been 
registering losses. Pratibha was thinking about the reasons for the losses and also about the ways and 
means to pump in the extra finances. 

The Background 

Mrs Pratibha Sinha established Toi Stoiy threeyears back in 2004. Pratibha had done her Masters in 
Psychology, had worked with La Maria-the leading school chain in her town for 7years. Over theseyears 
she got an opportunity to see the potential of the toy market in the town. She had to Quit her job after she 
had a daughter in 1998. And after five years when her daughter began going to school, Pratibha had 
reasons to look for a job but ended up in getting none after eight months of continuous efforts. It was then 
she decided to go on her own and establish an enterprise. She almost immediately decided to manufacture 
educational toys for she had realized the potential of educational toys during her sevenyears of association 
with school. (She had observed that the demand of educational toys was high but the manufacturers were 
limited). She pumped in the funds to establish the company from her own personal savings that she had 
received from her provident fund after she had Quit La Maria. The company could not register profits in the 
first fifteen months but Pratibha was determined to make her project successful. She worked hard and 
established her brand in the market and the company began registering good profit margins. But then, 
within eight months of constant registering profits, Toi Stoiy was hit hard by fierce competition thrown by 
Chinese toys. 

Mission 

"To become the leader in educational toys market in India." 

USP 

Learning while playing. 

The Market and the Product 

Toi Stoiy produces high Quality educational toys for all age group of children- from infants, to toddlers, to 
teenagers. Their product ranges included Blocks, Puzzles, Play-centres and Electronics. 

Pratibha focused herself on educational toys for several reasons: The demand was veiy high, the number 
of market players in this segment was limited to two, so the competition was less, even the entry barriers 
were limited. The company was able to break-even in fifteen months and then made profits for the next 
eight months, but the entire toy market went for a reverse swing. Toi Stoiy has been making losses for the 
past three consecutive Quarters. Pratibha hired a market research agency to identify the reasons for 
losses. Their report's summaiy was as under: 

1. The Chinese toys have flooded the market. 

2. The prices of Chinese toys were very low and the Quality of these toys was poor. 
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3. Chinese toys were spending heavily on advertising and promotion. 

4. Chinese toy makers were manufacturing toys for all ages. 

5. The volume of production of Chinese toys was also very high and hence they were able to achieve 
high economies of scale. 

6. Every month. Chinese toy makers were introducing newer variety of toys. 

Pratibha discussed the report with the board members and called in for their suggestion to meet the 
problems. All the members unequivocally stated that there was a lack of awareness about Toi Story amongst 
the customers, hence the advertising and promotion budgets were increased to make the products visible 
and attractive to the customers. But they were not able to pull-up the profit margins. Toi Stoiy was in real 
tough times for now more than ten months, the sales dipped further, distributors were reluctant in keeping 
large inventories as a costly affair because of the decline in demand. Pratibha hired a consultant to get an out- 
of-the box picture of the business. Mr Venkatesh did some preliminaiy research, read the market research 
and talked to the employees to get some inputs. Then he had a meeting with Pratibha. 

"I hope Mr Venkatesh thatyou are well aware about the problem that Toi Story is facing, despite the fact 
that we manufacture high Quality products, cater to a niche market of educational toys and spend heavily 
on advertising and promotion, we are not able to find space in the shelf of the retailers." Said Pratibha. 

"Yes Maam, I have gone through the reports and have done a preliminaiy investigation myself, said 
Venkatesh. 

"I am Quiet upset with the way market is responding, even our loyal customers are not interested in our 
product. They prefer poor Quality cheap products," said Pratibha. 

"I would correctyou here Maam, there is nothing cheap, it is only economical", said Venkatesh. 

"Alright! Economical. Now what areyour suggestions for us, should we also start manufacturing poor 
Quality and the so-called economical products as Chinese manufacturers are doing", said Pratibha. 

"Poor Quality, no; but economical and competitive prices Yes", said Venkatesh. 

"But then how would we be able to make profits?", said Pratibha 

"Areyou able to make them now?" Questioned Venkatesh 

"No. You are right. But still...", replied Pratibha. 

"See Maam, it's a veiy simple strategy. One of the most overlooked and underutilized methods of business 
growth available to an entrepreneur is-accjuiring clients at break-even or even loss. The onjy way to come out 
of the type of situation you are in is acquiring clients at break-even or even loss. Once the clients start coming 
back to repurchase fromyou the same or different product or service, thenyou must do eveiything within 
your power to recognize this enormous potential and get clients into buying stream as Quickly asyou possibly 
can. Credit card companies dropping interest rates for ayear or waiving the firstyear fee are examples of what 
I am tying to explain. The catch is fight tooth and nail (that may mean break-even or even losses to get back 
your customers.) Once they experience the good Quality ofyour product they would not switch back to the 
poor Quality products and would then pay the premium prices." explained Venkatesh. 
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After the discussion with the consultant, Pratibha was all set to fight back, the first thing she decided was 
that even she would reduce the prices, then she also decided to apply to a tender notice of Bada Bazar for 
supplying toys for twoyears, she made the application with the strategy of low cost-high Quality. Ten days 
later, to her surprise and pleasure, the tender was granted to her. But the next big challenge before her 
was arranging for the necessaiy finances. 

Questions 

1. Doyou agree that the low-cost-high Quality business strategy can help Toy Story? 

2. Advice Pratibha on how to arrange and manage finances in the above situation. 

3. Ifyou were the consultant what would beyour suggestions for Toy Stoiy's turnaround? 
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Case 2.5: It's A Hard Core Job To Implement Core Banking 
Services At Mera Bank 

Mera Bank introduced core-banking services to mesmerize the demanding customers. In doing so it 
introduced organization-wide changes in infrastructure, technology and competitive services to customers. 
But hold on-are employees ready to accept the change suggested by the top management? 

As we all know, the Banking Industry has observed sea changes after the amendments. The Banking 
Regulation Act in 1993, which allowed the private sector banks to enter this industiy. Privatization brought 
in competition, cost cutting, enhanced customer expectations. As a result, Quickness, promptness, and 
urge to retain the loyalty of the customers, multiplicity of services to customers, sophistication and 
modern technology have become the password to success. 

Changing Trends in the Banking Industiy 

Indian banking can be broadly categorized into nationalized (government-owned), private banks and 
specialized banking institutions. The Reserve Bank of India, acts as a centralized body monitoring any 
discrepancies and shortcomings in the system. Since the nationalization of banks in 1969, the public 
sector banks or the nationalized banks have acouired a place of prominence and have since then seen 
tremendous progress. The need to become highly customer-focused has forced the slow-moving public 
sector banks to adopt a fast track approach. These customer-friendly programmes included revamping of 
the product and service portfolio by introducing new product and service schemes (like credit cards, 
hassle-free housing loan schemes, educational loans and flexi-deposit schemes) integration of the branch 
network by using advanced networking technology and customer personalization programs (through 
ATMs and anytime banking etc.). Many banks have started capitalizing on the recent stock market surge 
by adding (Initial Public Offering) IPO financing options and schemes in their product mix. IPO finance 
has received a positive response from the investors and is becoming popular amongst the business 
community. The objective of all these strategies is vey clear - to bridge the service and product gap that 
was inherent in the banking system. To cater to the increasing customer demands and the surge in 
business volumes, many public sector banks have ploughed back funds to invest heavily in technology 
upgrades and systems like LANs, WANs, VSATs etc. 

Marketing and brand-building programmes were also given a new thrust in the new liberalized banking 
scenario. Promotional budgets were hiked to cater to the new and large discerning target audience. 
Banks were now keen on marketing their products and services through various mediums to reach their 
core customers. Direct marketing, Internet marketing, hoarding, press ads, television sponsorships, 
image makeovers etc. became an integral part of a bank's marketing mix. To meet the personalized needs 
of the customer and in order to differentiate its services, banks repositioned themselves in specialized 
fields, like housing loans, car finance, educational loans etc. to optimally service the customer. Permission 
marketing became the new strategy that banks began to propound i.e. feeding the customer (with his or 
her consent) with product and service information and thereby enticing him towards the bank's product- 
service portfolio. 
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Waking up to these events in the private and public sector banks, Mera Bank also introduced Core Banking 
services to its customers. 

Core Banking at Mera Bank: A Modern Intervention to Survive in the Highly 
Competitive Market 

The Bank has over theyears, earned the reputation of being a techno-savvy bank and is one of the fore¬ 
runners amongst public sector banks in the field of technology. It is one of the pioneer public sector banks, 
which launched Core Banking Solution in 2000. As of |une 2006, more than 70 branches/extension 
counters of bank are networked under Core Banking Solution, powered with the centralized technology 
platform. The Bank has launched multiple Electronic Delivery Channels and has installed nearly 100 
networked ATMs. Online Tele-banking facility is available to all its Core Banking customers. The multi¬ 
facility versatile Internet Banking Solution provides extensive information, in addition to the online 
transaction facility, to both individuals and corporates banking with the Core Banking branches of the Bank. 
In addition to regular banking facilities, customers today can also avail of a variety of value-added services 
like cash management service, insurance, mutual funds and Demat from the Bank. 

Mera bank had introduced Core Banking facilities to its customers, which involved series of changes at 
Mera Bank which included: 

• Adopting a web mindset 

• Latching on to the first mover's advantage 

• Recognizing the core competencies 

• Ability to deal multiplicity with simplicity 

• Senior management initiative to transform the organization from inward to outward looking 

• Aligning roles and value propositions with the customer segments 

• Redesigning optimal channel portfolio 

• Acquiring new capabilities through strategic alliances 

• Corporate brand-building exercises which even includes infrastructure revamping (like fully air- 
conditioned banks) 

• Computerization of all the banking transactions 

• Nationwide networking of the bank through WAN, LAN 

• Customer personalization programmes through ATMs and anytime banking 

• Improved services like hassle-free housing loan schemes, educational loans and flexi-deposit 
schemes) 

• 8 to 8 banking in order to attract more and more customers. 
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The Problem 

Samina Rafat, faculty in one of the premier management institutes, a customer for almost sevenyears with 
Mera Bank was really happy to know about the positive developments at Mera Bank especially 8-8 
banking. She was certainly a loyal customer for she not only had saving bank salary account but had also 
taken a home loan from Mera Bank. On her way to the bank she was thinking "Oh! Mera Bank has given me 
so much relief, now I will be able to do all my banking operations after my office hours. Flow can I forget 
those days when all my work at bank remained pending for months as it was very difficult to take out time 
from my busy work schedule". When she entered the bank after almost ayear, she was happy to see the 
conventional public sector bank appearance had been taken over by a world class infrastructure with fully 
air-conditioned work area. She complemented Mr Chauhan (one of the employees) for the wonderful 
advancements as she waited patiently for passbook updation. It was only after she requested for cash 
withdrawal that she realized that "all that was glittering was not gold". As soon as she gave a cheoue for 
encashment to one of the employees he immediately reverted back with scornful tone "Madam we have 
closed down the cash and you can only get cash tomorrow between 10-3." 

"But then I was being informed that things have changed at Mera bank." she replied. 

"You mean that you really think that we all can slog ourselves from 8 to 8? Come out ofyour whims and 
fancies madam, with no extra staff to support 8-8, this is just a temporaiy change and we will make sure 
that we revert back to the earlier 10-5 work schedule." 

Samina turned ablaze at such cold treatment that she received 'from her own bank' as she puts it. She had 
a heated altercation with the employee and left a complaint to the branch manager. 

The branch manager is now perplexed; he is thinking on what went wrong in introducing the change which was 
planned in advance and discussed. Theoretically, eveiything was streamlined: loyal employees, good financial 
condition, sound training system to cope up the challenges thrown by the changing banking system. 

The branch manger is pondering on his line of action regarding the complaint: should he ignore the 
complaint, should he issue a charge sheet against the employee, should he call for a meeting of all the 
employees on this issue or should he look for outside help from a consultant? For this is not the first 
complaint that he has received and this is not the only employee against whom the complaint has been 
received. The fact is that employees are not able to accept the change (read: the increased work hours). 
Which clearly indicates that the problem lies in the system and needs immediate intervention. 

Questions 

1. What suggestion do you make to Mera Bank regarding the above problems? 

2. Doyou think employees should be made a part of planning for organizational restructuring? Give 
reasons foryour answers. 

3. What suggestion doyou make to overcome the above problem? 
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LEARNING OBJECTIVES 

After reading this unit, you will be able to understand: 

• Debt 

• Equity 

• Capital Structure 

• The Venture Capital Industry- An Overview 


Meet Chester Carlson, the inventor of Xerography, he was born in to an ordinary family, his father was an 
itinerant barber, he had a difficult childhood, he lost his mother and his father was crippled with arthritis at the 
tender age of seventeen. But he worked and completed his studies in these adverse circumstances got a job 
for himself and also realized that he needed to do something bigger for the betterment of the society. 
Carlson was also looking for opportunities to do something good for self as well. While in his job he noted 
that there were veiy limited and slow means and methods to make copies of the documents. He worked late 
in laboratories, invented xerography and got it patented. But he did not have enough money to make a 
product that could make a number of copies at the touch of a button. To his despair and hard luck, no one 
wanted to experiment with this new product. In fact, he approached IBM to get his project funded. IBM hired 
a consultant who took 18 months to conduct a market research and indicated that there was no market for a 
plain paper copier; on the basis of this report IBM declined Carlson's proposal. He struggled hard from 1936 
to 1944 but was not able to find anyone (at times he lost hope but still believed in the success of his product) 
who could fund the project. Then in 1944, a small company Haloid made an agreement in which Haloid got the 
right to develop the Xerographic machine. The invention finally got its shape in 1959 when the xerographic 
machine was introduced (2lyears after its invention). The product was a major hit, the company made billions 
and in fact this new machine created an entirely new generation of copying, documenting, sharing printed 
text! Thanks to Carlson for inventing and thanks to Haloid, who believed in the success of the invention, the 
lack of which could have meant the burial of an idea of a genius, that has changed the world!! 
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Finance is needed throughout a company's life. The type and amount of finance required 
for a business depends on many factors: type of business, success of firm and state of the 
company. Broadly speaking, there are two main sources of finance: debt and equity i.e. 
ownership capital (equity) and borrowed capital (debt). 

DEBT 

Debt is money borrowed, that must be repaid within a period of time and generates income 
for the moneylender (in the form of interest) over that time period. Lending sources include 
not only banks, but also leasing companies, factoring companies and even individuals. 
Lending sources look primarily at two factors: how risky is the loan; and can the company 
generate sufficient cash to pay the interest and repay the principal. The growth potential of 
the company, its track record and asset base of the company are the prime criteria for 
assessing the company's capacity to repay. 

Debt Financing: The process of borrowing money from the moneylender at a predetermined 
interest, which has to be paid within the predetermined time, is called debt financing. 
Usually, the debt must be secured against the assets of the company and very commonly 
must also be secured against the assets of the owner of the company, also called a personal 
guarantee or collateral security, be kept with him (which is usually a fixed asset like land, 
building etc.) to ensure that incase of the entrepreneur's incapacity to repay the debt (in 
case he becomes insolvent) he can sell the collateral security to realize the money. There can 
be additional fees, sometimes referred to as points, for using or being able to borrow the 
money. The short-term debt (less than a year) is usually used to provide working capital to 
finance inventory, accounts receivable or the operations of the business. The long-term 
debts (more than a year) are used to purchase assets such as land and building. Debt 
financing allows the owner to retain larger portion of ownership (and hence management 
and control and greater return on equity) and is preferable when the interest rates are low. 
For example, loans from private moneylenders and various financial institution (like 
commercial banks, grants, SIDBI etc). 

EQUITY 

Equity capital is money given for a share of ownership of the company. Equity can be 
provided by individual investors, sometimes known as angels, venture capital companies, 
joint venture partners and capital contribution of the founders of the company. 

Equity Financing: The process of obtaining funds for the company in exchange of ownership. 
Equity providers are more interested in the growth potential of the company. It does not 
require collateral security and offers some form of ownership position in the business venture. 
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Since the objectives of investors are different from those of lenders, the factors they evaluate 
in determining whether to invest are different from lending sources. Growth potential is 
based on the quality of management of the company, product brand strength, barriers of 
entry to competitors and the size of the market for the product. The investors share profit 
and bear losses on pro rata basis. 

CAPITAL STRUCTURE 

The composition of borrowed capital i.e. the debt and the ownership capital i.e. the equity 
in overall capital of an enterprise is called 'capital structure'. The ratio of debt to equity is 
capital structure. 

Capital structure means permanent financing of the enterprise represented primarily by 
long-term sources of funds i.e. debt and equity. Thus it excludes funds raised from short¬ 
term sources. 

An optimum capital structure bears the following features: 

• The capital structure should involve the minimum cost and the maximum yields. 

• The adopted capital structure should be flexible enough to fulfill the future requirements 
of the capital as and when needed. 

• The use of debts should be within the repaying capacity of the enterprise. In fact, 
failure to recognize this important aspect is the common cause of financial strain 
among small scale enterprises. 

• The capital structure should ensure proper control over the affairs of the enterprise. 

Factors Determining Capital Structure 

Maintaining the capital structure in any enterprise depends on a variety of factors and the 
answer is dependent on the answers to several questions: Why does the company require 
additional capital? What stage is the company at? What is the financial condition of the 
company? How much capital is required? What constraints will the financing source put 
on the day-to-day operations of the company? And finally, what impact will the financing 
source have on the ownership of the company? 

1. Reasons for capital requirement: The reasons funds are required, or uses, may lend 
themselves more to debt than to equity or vice versa. Debt is often a source of funds 
for the day-to-day operations of the company or to refinance a current loan. Expansion 
capital can be debt or equity. Start-up funds most often come from equity sources. A 
turnaround situation, refinancing a delinquent loan, covering a deficit in revenues, 
could be either, but in these cases the financing will come at a high price. 
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2. Stage of growth of company: Companies grow through several different stages: seed, 
start-up, first stage, and second stage. The stage of the company can be an indicator of 
the risk involved. While neither debt nor equity would be prohibited at any stage, the 
older and more established the company is, usually the less risky it is. 

3. Financial Condition of the company: In certain situations the company's financial 
condition will suggest one kind of capital over the other. If the company needs all its 
cash to fund its growth, then a loan is not feasible. If the company just needs a line of 
credit to fund a cyclical increase in orders, then it doesn't make sense to bring in an 
equity investor. A lender looks at the asset base to secure a loan, and the cash that has 
been generated to pay the interest. They also look at what other debt or liabilities the 
company has and very often the debts and liabilities of the owner(s). The old adage 
that it's easiest to get a loan when you don't need one is close to the truth. A strong 
balance sheet, top heavy on cash and light on the side of liabilities is easier to finance 
than vice versa. 

Investors look at how healthy the company is by reviewing trends in the operating 
statements and the balance sheet. A company that has demonstrated a positive trend 
in the past is looked upon favourably. However, the future outlook for the company's 
product and market is just as important to an investor as the past performance. A 
company with a somewhat shaky past in a currently booming industry is probably 
preferable to an equity investor than a great performance in the past in an industry 
that's on the downside. A new company will review answers to the following: 

How much money the owners contributed to the company? How strong is the 
management team? How dedicated to success is the management team? 

What other assets might be available such as patents, trademarks, goodwill, etc. 

What barriers to entry to the market place are there? 

While both debt and equity come at a price, the company must generate enough cash 
to repay the principal of the loan and the ongoing interest expense. Equity does not 
have to be repaid. 

4. Capital requirement of the company: A small amount of capital required for a short 
time is not often an attractive situation to either traditional debt or equity sources. 
Lenders are not interested in loans that cost them as much in processing as in the 
income that can be generated. Investors feel that the due diligence required to fund a 
small amount of capital is nearly the same as that to fund a much larger amount. 

On the other hand, a very large amount of capital may only be obtainable if broken 
into stages that are funded based on achieving performance levels. 
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5. Constraints by the financing source on the operations of the company: The entrepreneur 
must consider how the financing source may limit the company's operations. Loan 
covenants often restrict what the company can do with excess cash. They can also put 
limits on how much the company can spend, and on what type of expenditures, as 
well as demanding that the company maintain certain balances in its accounts, collect 
their receivables within certain limits, even determine the credit policies that the 
company extends to its customers. The company may not be able to take advantage of 
some opportunities because of these restrictions. Equity investors can demand the 
same restrictions and in addition require that they have veto power in certain instances, 
even if they are in a minority ownership position. 

6. Constraints by financing source on management of the company: The last issue and 
probably the most important one is, how will the owners react to having their 
ownership and management control diluted? An investor can often contribute 
experience and management expertise, as well as money, and has a vested interest in 
the success of your company. A lending source has no impact on the company (other 
than any loan covenants discussed above) its primary objective is to be repaid. 

The sources of finance can be further divided into internal sources and external sources. 

Internal sources of finance: 

1. Retained profit-profit made is reinvested into the business. 

2. Controlling working capital-reducing costs, delaying outflows and speeding up inflows. 

3. Sale of assets-assets the company owns can be sold and then leased back which frees 
up a large amount of capital in the short term. 

4. Owner's personal savings. 

5. Reducing Stock. 

6. Trade Credit. 

External sources of finance: 

1. Debentures-business equivalent of a mortgage. Loan for a set length of time at a set 
interest rate. 

2. Share issues-selling of new shares to raise capital. 

3. Factoring-use a company to collect all debts. 

4. Grants-an agreed amount of money given for a special reason by government or other 
organisation. 

Commercial banks-medium or long term loans but interest is charged. 


5. 
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6. Venture capital-people invest in the company when it is unable to float on the stock 
market. 

Internal Sources of Finance 

1. Retained Profit: This method can be used by a company after a few years when the 
company starts making profits, (remember the companies usually break-even in the 
first year and make profits later.) If the business had a successful trading year and 
made a profit after paying all its costs, it could use some of that profit to finance 
future activities. This can be a very useful source of long-term finance, provided the 
business is generating profit (see section on profit & loss accounts). 

2. Controlling Working Capital: The money invested in current assets like raw material, 
finished goods, debtors etc., is the working capital. In other words, money required 
for day-to-day operations of business/enterprises is called 'working capital'. The 
entrepreneur can keep a control on the working capital by prudently judging the 
requirements for day-to-day operation. This he learns with experience and hence like 
retained profits, the entrepreneur would be able to use this method after some time 
when the business gets established. 

3. Sale of Assets: The business can finance new activities or pay-off debts by selling its 
assets such as property, fixtures & fittings, machinery, vehicles etc. It is often used as 
a short-term source of finance (e.g. selling a vehicle to pay debts) but could provide 
more longer term finance if the assets being sold are very valuable (e.g. land or buildings). 
If a business wants to use its assets, it may consider sale and lease-back where it may 
sell its assets and then rent or hire it from the business that now owns the assets. It 
may mean paying more money in the long run but it can provide cash in the short 
term to avoid a crisis. 

4. Owners personal savings: This mainly applies to sole traders and partnerships. Owners 
may use some of their own money as capital to invest in the business. It can be a short 
or long-term source of finance, depending upon the amount invested and the decision 
of the person using their savings. 

5. Reducing Stocks: Stock is a type of asset (see balance sheet work for more on assets) and 
can be sold to raise finance. Stock includes the business' holdings of raw materials 
(inputs), semi-finished products and also finished products that it has not yet sold. 
Businesses will usually hold some stock. It can be useful if there is an unexpected 
increase in demand from customers. Stock levels tend to rise during economic 
slowdowns or recessions as goods are not sold and 'pile-up' instead. It is not usually a 
source of large amounts of finance-if a business has very large stockpiles, it might 
mean that nobody wants to buy the product and reducing stocks will therefore be 
hard. It is often considered to be a short-term source. 
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6. Trade Credit: Unlike you and me, a business does not normally pay for things before 
it takes possession of them. Instead, it will usually place an order for supplies/inputs 
and will pay after receiving the items. It is good practice to pay quickly (often within 
one month) as this will help the business develop a good relationship with its suppliers. 

This source of finance appears on the balance sheet as trade credit. This method of 
deferring (delaying) payment to a future date is a form of very short-term borrowing 
and helps with the problems of the cash cycle identified in the work on liquidity. 

External Sources of Finance 

1. Debentures: This is a form of long-term loan that can be obtained by a public limited 
company for a large sum and it will be paid back over several years. It is usually 
borrowed from specialist financial institutions. 

2. Share Issue: An important source of finance for limited companies. A share issue involves 
a business selling new shares that entitle the shareholders to share in the control of the 
business. Each share gives the shareholder a vote on the direction of the company. 
This usually means that the shareholder can elect the board of directors of the company 
each year. If the shareholder doesn't like the way the directors are running the business, 
they can elect new directors. This is a good incentive to the directors to run the 
business well and make a profit, which will be paid to the shareholders in the form of 
dividends. The more shares a person holds, the more control they have over a company. 
If one company wanted to take another company over, it could arrange to buy over 
50% of that company's shares. This would give it a majority of control and, therefore, 
ownership. Issuing new shares can raise a lot of capital that can be used for expansion 
(buying more fixed assets, etc). It is a long-term source of finance. If the total number 
of shares rises, the votes of existing shareholders will have slightly less significance and 
they will have less control. The business will also have to pay dividends on a larger 
number of shares. They are of two types: equity shares and preference shares. 

3. Factoring Services: Businesses are often owed money. A business may have difficulty in 
collecting its debts from its customers but may need to get its hands on money very 
quickly. A special factoring company may offer to handle the debt collection process for a 
charge. The factoring company pays the business most of the value of the debt first and 
would then collect the money from the debtor. This is a short-term source of finance. 

4. Commercial Banks: We tend to consider two types of finance that banks offer to 
businesses, overdrafts and loans. If a business spends more money than it has in its 
bank account, we say that it has become overdrawn. Businesses will often have an 
arrangement with the bank whereby the bank will pay the extra money, provided the 
business will pay them back in a fairly short period of time, with interest. This is a 
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short-term source of finance and is useful for small amounts. It is often used for 
buying supplies/inputs. 

A bank loan is a long-term source of finance and will often be for much larger sums of 
money. A loan is useful for a business that is starting up or looking to grow. Loans are 
often used to buy fixed assets (see balance sheets) such as machinery and vehicles. A 
business will pay back the bank each month in installments and will also pay an interest 
charge. Interest-Banks are providing a service by lending money in the form of overdrafts 
and loans and banks will charge for this service (they want to make a profit too). When 
a business takes a loan, it will agree to pay it back over a period of years but it will also 
pay an extra charge. This charge, called interest, is a percentage of the value of the loan. 
The interest rate is set by the Reserve Bank of India and it varies. The higher the interest 
rate, the greater the percentage of the loan that the business must repay. In other words, 
if the Reserve Bank of India raises interest rates, a business with a loan will find it has to 
pay the bank more each month as it pays off its debt. Likewise, a fall in interest rates will 
mean that the business will have lower costs (and therefore more profit). The interest 
rate is an example of an external constraint-something outside the business' control that 
can seriously affect the business' performance. 

5. Venture capital: Some individuals join together to provide finance for new businesses 
that are just starting-up. They look for promising businesses and invest in them, 
hoping that the businesses will grow and that they will make a profit. This is similar 
to issuing shares. 

Venture capital is the contemporary method of raising finance and therefore has been 
discussed in greater details: 

THE VENTURE CAPITAL INDUSTRY - AN OVERVIEW 

Venture capital is money provided by professionals who invest alongside the management in 
young, rapidly growing companies that have the potential to develop into significant economic 
contributors. Venture capital is an important source of equity for start-up companies. 

Getting funds from the venture capitalist is not easy. Here are few suggestions to impressyour venture 

capitalist and get funds from them: 

1. Collaborate with others, work in a team, it brings-in different view points foryour business plan and 
hence the idea becomes more realistic, practical and attractive. 

2. Doyour homework properly. Prepare your business plan with intricate details. Make it appear 
attractive to the venture capitalist in terms of growth, profit margins, market potential etc. 

3. Opportunities in terms of market size and future prospects should be clearly highlighted. 


Contd... 
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4. Makeyour presentation simple, interesting, graphical, short and promising. 

5. Choose a venture capitalist with great care, do a thorough research aboutyour prospective VC to 
know his reputation in the market. 

6. Ifyou fail to attract VCs initially, find out the problem areas that could not attract them, improvise 
your business plan and try again! 

Professionally managed venture capital firms generally are private partnerships or closely held 
corporations funded by private and public pension funds, endowment funds, foundations, 
corporations, wealthy individuals, foreign investors, and the venture capitalists themselves. 

Venture capitalists generally: 

• Finance new and rapidly growing companies; 

• Purchase equity securities; 

• Assist in the development of new products or services; 

• Add value to the company through active participation; 

• Take higher risks with the expectation of higher rewards; 

• Have a long-term orientation. 

When considering an investment, venture capitalists carefully screen the technical and 
business merits of the proposed company. Venture capitalists only invest in a small percentage 
of the businesses they review and have a long-term perspective. Going forward, they actively 
work with the company's management by contributing their experience and business savvy 
gained from helping other companies with similar growth challenges. Venture capitalists 
mitigate the risk of venture investing by developing a portfolio of young companies in a 
single venture fund. Many times they will co-invest with other professional venture capital 
firms. In addition, many venture partnerships will manage multiple funds simultaneously. 

A layman's description of a venture capitalist is that of a wealthy financier who wants to fund 
start-up companies. The perception is that a person who develops a brand new change-the- 
world invention needs capital; thus, if they can't get capital from a bank or from their own 
pockets, they enlist the help of a venture capitalist. In truth, venture capital and private 
equity firms are pools of capital, typically organized as a limited partnership that invests in 
companies that represent the opportunity for a high rate of return within five to seven years. 
The venture capitalist may look at several hundred-investment opportunities before investing 
in only a few selected companies with favorable investment opportunities. Far from being 
simply passive financiers, venture capitalists foster growth in companies through their 
involvement in the management, strategic marketing and planning of their investee companies. 
They are entrepreneurs first and financiers second. Even individuals may be venture capitalists. 
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In the early days of venture capital investment, in the 1950s and 1960s, individual investors 
were the archetypal venture investor. While this type of individual investment did not totally 
disappear, the modern venture firm emerged as the dominant venture investment vehicle. 
However, in the last few years, individuals have again become a potent and increasingly larger 
part of the early stage start-up venture life cycle. These "angel investors" will mentor a company 
and provide needed capital and expertise to help develop companies. Angel investors may 
either be wealthy people with management expertise or retired businessmen and women who 
seek the opportunity for first-hand business development. 

Do you know that Google's business plan (the first proposal) was declined by Yahoo? But Google did not 
give up and eveiybody knows how successfully Google is working under its parent brand-Yahoo. So don’t 
give up.... keep tying andyou would succeed in findingyour venture capitalist, who would believe inyour 
dreams and would collaborate withyou to realize them! 

For decades, venture capitalists have nurtured the growth of America's high technology and 
entrepreneurial communities resulting in significant job creation, economic growth and 
international competitiveness. And with the kind of growth taking place in India, VC's are 
pouring in even into Indian market. Though initially they were concentrated in the IT and 
ITES (BPO) industries, but now VC's are spreading their investment to various cross section 
of industries (energy, micro finance/financial services, healthcare, hospitality), to tap India's 
burgeoning consumer market. And hence like America and other countries, even India 
would reap the benefits of venture capitalism in the coming times. The popular and 
prominent VC's that are funding Indian entrepreneurs and their business plans include: 
The Indus Enterprise (TiE), Quattro BPO Solutions, Canaan Partners, Infinity, Matrix, 
among others. 

SUMMARY 

Finance is needed throughout a company's life. The type and amount of finance required 
for a business depends on many factors: type of business, success of firm and state of the 
company. Broadly speaking, there are two main sources of finance: debt and equity i.e. 
ownership capital (equity) and borrowed capital (debt). The ratio of debt to equity is 
capital structure. There are various factors that determine the capital structure: reasons of 
capital requirement, stage of growth of company, financial condition and capital of company, 
constraints by financing source and constraints by operations. The various internal source 
of finance include retained profit—(profit made is reinvested into the business). Internal 
sources of finance are: controlling working capital, sale of assets, owner's personal savings, 
reducing stock and trade credit. External sources of finance are: debentures, loan, share 
issues, factoring, grants, commercial banks and venture capital. 
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REVIEW QUESTIONS 

1. Define and discuss debt and equity. 

2. What is capital structure? What are the factors affecting capital structure? 

3. Discuss the various internal sources of finance. 

4. Why is it important to develop a great degree of rapport with potential investors? 

5. Discuss various external sources of finance. 

6. Discuss the advantages and disadvantages of sources of finance. 

7. Who is a venture capitalist? What are the advantages of raising funds from him? 

PROJECT 

• Visit any two venture capitalists website and find out what they can do for the 
entrepreneurs. What benefits they provide and seek from a business venture that an 
entrepreneur proposes to set up. 

• Find out more about the five VCs mentioned in the chapter who are willing to fund 
Indian entrepreneurs. 
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Entrepreneurs 


LEARNING OBJECTIVES 

After reading this unit, you will be able to understand: 

• Small Industries Financing in Developing Countries: An Overview 

• Small Industries Development Bank of India (SIDBI) 

• Khadi and Village Industries Commission 

• The National Institute for Entrepreneurship and Small Business Development (NIESBUD) 

• Uttar Pradesh State Financial Corporation 

• Uttar Pradesh State Industrial Development Corporation (UPSIDC) 

• Industrial Development Bank of India 

• National Small Industries Corporation Ltd (NSIC) 

• Entrepreneurship Development Institute of India: The Origin 

• The Mission 

• National Bank for Agriculture & Rural Development (NABARD) 

• Small Scale Industries Board 

• The Indian Institute of Entrepreneurship (ME) 


Meet Bhai Mohan Singh, father of first Indian Pharmaceutical Multinational. During the partition in 1947 
he migrated from Pakistan to India. The first job that he took up in India was that of a moneylender and 
within a span of five years he took over Ranbaxy Laboratories in 1952 when the promoters of Ranbaxy 
Laboratories (The promoter were his cousins Ranjit Singh and Gurbax Singh- Ranbaxy is the fusion of Ran 
from Ranjit and Bax from Gurbax) defaulted on loan. At that time Ranbaxy was a mere medical distribution 
company, they were distributors of A. Shingoi, a japanese company manufacturing anti-TB drugs and 
Vitamins. Later on Bhai Mohan Singh collaborated with Italian pharma Lapetit Spa but Bhai Mohan Singh 
made his mark in Pharma Industiy when he launched his first brand Calmpose. It was Bhai Mohan Singh 
who had the vision to perceive the opportunity that the patents law in force in India at that time offered. 
He understood that if a pharmaceutical manufacturing company is build up in this 'product patent' regime 
in India, this recession-free industiy can be veiy profitable. He established R&D facility and launched 
medicines one after the other. It was for his vision and skillful business planning that Ranbaxy Laboratoiy 
stands tall as - India's Largest Pharmaceutical Company. The company now has manufacturing operations 
in seven countries with ground presence in 49 countries and its products are available in over 125 
countries. Bhai Mohan Singh was awarded Padma Shri for his contribution in civic matters. 
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SMALL INDUSTRIES FINANCING IN DEVELOPING 
COUNTRIES: AN OVERVIEW 

Small industry is a term usually used for companies operating on relatively smaller 
establishments. The definition of small scale industries differs from country to country, but 
usually it is based on the index of investment in plant & machinery. In India, if the investment 
in plant and machinery is up to 1 crore then it is called as small scale industry. 

Importance of small scale industries has been realized by one and all. They not only help in 
providing employment opportunities to many, but also help in balanced regional 
development. They help in development of entrepreneurship, in developing local resources 
and in decentralization of the industry and hence lead to equitable distribution of income & 
health. 

Since small scale industries are usually run by an entrepreneur alone or a small group of 
entrepreneurs and hence availability of finance is a matter of concern for them. These 
entrepreneurs face the problems of insufficient ownership capital to start up and run a 
business enterprise. They usually adapt the following measures to overcome the problem of 
insufficiency of funds: 

(a) Rent a building 

(b) Purchase of second hand machineries 

(c) Keep inventory level low 

(d) Seek cash sales 

(e) Hire a machinery 

(f) Substitute equipments by labour 

Though all the above mentioned methods reduce the requirement of capital but they 
further create problems in their own unique way respectively. Hence the lack of availability 
of finance affects the growth & development of small-scale industries. 

In a developing country like India, SSI plays a vital role and hence holds a prominent place 
in the five year plans. In conformity with the plans, SSI’s have been given the privilege of 
priority sectors of the economy & have received active encouragement from government, 
banks and financial institutions. We now discuss some of the schemes, financial & technical 
institutions that are beneficial in providing a thrust for competitiveness and strength in the 
changed scenario. 

SMALL INDUSTRIES DEVELOPMENT BANK OF INDIA 
(SIDBI) 

SIDBI was established in April 2,1990 for: 

— Promotion 

— Financing 
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— Development of Industries in the small scale sector 

— Co-ordinating the functions of other institutions engaged in similar activities. 


Business Domain of SIDBI 

The business domain of SIDBI consists of small-scale industrial units , which contribute 
significantly to the national economy in terms of production, employment and exports. 
(Small scale industries are the industrial units in which the investment in plant and 
machinery does not exceed Rs. 1 crore.) 

SIDBI’s schemes are as follows: 

A. Schemes of Refinance Assistance 

1. Schemes for setting up SSI units - Cost of projects not to exceed Rs. 300 lakhs. 

2. Composite loan scheme (Cottage, Tiny and Village industries) - The loan limit 
not to exceed Rs. 50,000 repayable with in 7-8-1 /2 years. 

3. Scheme for SC/ST and physically handicapped persons - Loan limit not to 
exceed Rs. 50,000. This scheme is meant for cottage, tiny and village industries. 

4. Schemes for acquisition of: 

(a) In-house quality control facilities - Loan not to exceed Rs. 7.5 lakh. 

(b) Diesel generating sets and pollution control equipment - The loan limit is 
need based. 

(c) Computers - Loans limit not to exceed Rs. 5 lakhs. 

(d) For indigenization /import substitution - Loan limit not to exceed Rs. 5 
lakhs per annum. 

(e) For manufacturing and installation of renewable energy/ energy savings 
systems - Loan limit is need based. 

5. Equipment refinance scheme - Operated through SFCs /twin function SIDCs. 
Loan limit is need based. 

6. Scheme for Small Road Transport Operations - Loan limit is need based. 

7. Scheme for professionals - The cost of the project should not exceed Rs. 10 
lakhs and cost of land and building not to exceed 50% of total outlay. 

8. Schemes for Marketing Activities: 

(a) Scheme for marketing organizations - Cost of project not to exceed Rs. 25 
lakhs. Down payment of at least 50% of value of goods purchased. 

(b) Scheme for purchase of mobile sales vans - Loans limit not to exceed Rs. 3 
lakhs per vehicle. 
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9. Scheme for medical profession: 

(a) Scheme for Hospital / Nursing Homes - Cost of project not to exceed Rs. 
45 lakhs. 

(b) Schemes for acquisition of Electro - medical and other equipment - Cost 
of equipment not to exceed Rs. 60 lakhs. 

10. Schemes for Tourism related activities - Cost of project not to exceed Rs. 45 
lakhs. 

11. Schemes for hotel and restaurant projects - Cost of project not to exceed Rs. 45 
lakhs. 

12. Schemes for Infrastructure Development: 

(a) Scheme for setting up Industrial Estates - Cost of project not to exceed Rs. 
300 lakhs. 

(b) Scheme for development, maintenance and construction of roads - The 
loan limit is need based. 

13. Equity type Assistance schemes 

(a) Seed capital scheme - scheme operated through SFCs/ SIDCs. The soft 
loan limit is 10% of the project cost subject to a maximum of Rs. 15 lakhs. 
The loan carries a nominal service charge @ 1 % p.a. for the first 5 years 
and there after interest @ 10%. 

(b) National Equity Fund Scheme - Cost of the project not to exceed Rs. 10 
lakhs. The soft loan limit is up to 15% of the project cost subject to a 
maximum of Rs. 1.5 lakh per project with service charge @ 1% p.a. 

14. Scheme for Women Entrepreneurs 

(a) Mahila Udyam Nidhi Scheme - Scheme operated through SFCs/ SIDCs. 
Cost of the project not to exceed Rs. 10 lakhs. The soft loan limit is up to 
15% of the project cost subject to a maximum of Rs. 1.5 lakh per project 
with a service charge @ 1% p.a. 

(b) Scheme for Women Entrepreneur — For training and extension services 
support to the women entrepreneurs. 

15. Special scheme for assistance to Ex-servicemen - Scheme operated through 
SFCs/twin function SIDCs. The cost of the project not to exceed Rs. 15 lakhs 
to meet gap in equity subject to a maximum of Rs. 2.25 lakh per project @ 
1% p.a. service charge. 
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16. Single window scheme - operated through SFCs/ twin function SIDCs/ 
Scheduled Commercial Banks. - Cost of project not to exceed Rs. 20 lakhs and 
total working capital requirement not to exceed Rs. 10 lakhs. 

B. Scheme of Direct Assistance: 

1. Scheme for specialized marketing agencies - Cost of project between Rs. 25 
lakhs and Rs. 300 lakhs, with a Debt - Equity Ratio of 2:1. Down payment of 
70-80% of value of goods purchased. 

2. Schemes for Ancillary/Sub-contracting units - Cost of the project is need based 
and proposals for assistances are to be recommended by the Mother unit. 

3. Schemes for Development of Industrial Areas for SSI Sector. 

(a) Eligible borrowers are SIDC’s/ SSIDC’s and cost of project not to exceed 
Rs. 300 lakhs. 

(b) For development of village industrial areas / estate for VSI units - Cost of 
project to need based. 

C. Bills Schemes: 

1. Bills Rediscounting scheme (Normal) - Minimum down payment 10% and usances 
of bills are normally 5 years, (usance of bills means : A Bill of Exchange calling 
for payment at a fixed or determinable future time.) 

2. Bills Rediscounting scheme (short term) - Unexpired usance not more than 90 
days. Both schemes are operated by scheduled commercial banks. 

3. Bills Rediscounting scheme (Normal) - Minimum down payment is 10%. Usance 
of bills is normally 5 years and minimum transaction value is Rs. 1 lakh. 

KHADI AND VILLAGE INDUSTRIES COMMISSION 

KVIC has evolved various patterns of assistance for the proper development of the industries 
under its purview. These are in the form of a package and cover the extension of finance 
right from the procurement of raw material and tools and implements to the production of 
goods and their marketing. KVIC makes available finance to the implementing agencies in 
the form of capital expenditure loans. It also extends assistance for setting up of retail sales 
outlet and also for strengthening of the capital base of the registered institutions and 
co-operatives. It also assists individual artisans besides formulating liberal pattern of assistance 
for identified hill, border and weaker sections area. The loans for khadi are interest free 
while those for village industries have an interest @ 4 percent per annum. 
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THE NATIONAL INSTITUTE FOR ENTREPRENEURSHIP AND 
SMALL BUSINESS DEVELOPMENT (NIESBUD) 

An apex body established by Ministry of Industries, Govt, of India for coordinating, training 
and overseeing the activities of various institutions/ agencies engaged in Entrepreneurship 
Development particularly in the area of small industry and small business. The National 
Institute for Entrepreneurship and Small Business Development (NIESBUD) was established 
in 1983 by the Ministry of Industry (now Ministry of Small Scale Industries), Govt, of 
India, as an apex body for coordinating and overseeing the activities of various institutions/ 
agencies engaged in Entrepreneurship Development Particularly in the area of small industry 
and small business. The Institute which is registered as a society under Govt, of India 
Societies Act (XXI of I860) started functioning from 6th July, 1983. 

The policy, direction and guidance to the Institute is provided by its Governing Council 
whose Chairman is the Minister of SSI. The Executive Committee consisting of Secretary 
( Small Scale Industry & ARI) as its Chairman and Executive Director of the Institute as its 
Member Secretary executes the policies and Decisions of the Governing Council through 
its whole-time Executive Director. 

• To evolve standardised materials and processes for selection, training, support and 
sustenance of entrepreneurs (potential and existing.) 

• To help/support and affiliate institutions/organisations in carrying out training and 
other entrepreneurship development related activities. 

• To serve as an apex national level resource institute for accelerating the process of 
entrepreneurship development ensuring its impact across the country and among all 
strata of the society. 

• To provide vital information and support to trainers, promoters and entrepreneurs by 
organising research and documentation relevant to entrepreneurship development. 

• To train trainers, promoters and consultants in various areas of entrepreneurship 
development. 

• To provide national/international forums for interaction and exchange of experiences 
helpful for policy formulation and modification at various levels. 

• To offer consultancy nationally/internationally for promotion of entrepreneurship and 
small business development. 

• To share internationally, experience and expertise in entrepreneurship development. 
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The Activities of the institute include: 

• Evolving effective training strategies and methodology. 

• Standardizing model syllabi for training various target groups 

• Formulating scientific selection procedure. 

• Developing training aids, manuals and tools. 

• Facilitating and supporting Central/State/Other agencies in organizing 
entrepreneurship development programmes 

• Conducting training programmes for promoters, trainers and entrepreneurs 

• Undertaking research and exchange experiences globally in development and growth 
of entrepreneurship. The Institute is actively involved in creating a climate 
conducive to emergence of entrepreneurship. 

Following are the detailed activities of NIESBUD: 

(a) Assisting/ Supporting EDPs: 

❖ Evolving Model Syllabi for training various target groups. 

❖ Formulation of standardized procedures of identification and selection of potential 
entrepreneurs. 

❖ Preparation of Training Aids Materials: 

■ Manuals 

■ Handbooks 

■ Video Films 

■ Fesson Plans 

■ Fearning Text 

■ Cases 

■ EMT Kits etc. 

(b) Training for trainers/ promoters: 

❖ Accreditation Programme for Entrepreneurial Motivational Trainers. 

❖ Trainers’ Training Programme for Enterprise launching & management. 

❖ Trainers/Promoters Programme for support organisations such as SISIs, DICs, 
Development Corporations etc. 

❖ Small Business Promotion Programme. 

❖ Entrepreneurship Orientation Programme for HODs and Senior Executives. 
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(c) Evolving standardized material and research publication: 

❖ Institute conducts researches on topics related to entrepreneurship and widely 
disseminates the findings. (The Status Analysis Study on Entrepreneurship in 
India; Potential of Women Entrepreneurship in India; Successful Women 
Entrepreneurs: their identity, expectations and problems; Directory of EDP 
Institutions in India are some of the notable research publications by the 
Institute). 

❖ Information material for entrepreneurs like handbooks on Industrial Laws, 
Commercial Laws, Ready Reckoner for Product Selection, are prepared and 
distributed. 

❖ Periodical directory of experts, reports based on different studies. 

❖ Newsletter covering topics like New Products, Process and Technology, Agency 
Profile, Entrepreneurial Profile etc. 

(d) Creation & Capacity Building of EDP institutions: The Institute provides support and 
guidance in establishing EDP institutions. The assistance covers developing faculty, 
providing training and library facilities and developing programmes and sharing 
experiences of conducting programmes at the initial stage. 

(e) Small Business Focus: The Institute focuses its attention on small business development 
by encouraging and supporting arrangements in remote and backward areas. The 
number and percentage of small business entrepreneurs is very large. The Institute 
concentrates its efforts on evolving methodology for training, supporting and sustaining 
this group. 

(f) National/International Forum for exchange of ideas & expressions: Institute organizes 
National as well as International meets for sharing experiences with a view to enhance 
success in implementation of entrepreneurship development programmes. It organizes 
workshops and seminars on current topics such as sustaining entrepreneurship, 
emerging entrepreneurial opportunities etc. It encourages foreign delegations for mutual 
exchange of experiences. 

(g) Developing Entrepreneurial Culture: The Institute strives to create climate conducive to 
emergence of entrepreneurs from all strata of society. Institute conducts awareness 
camps for school and college students. 

Production and distribution of material for use by mass media like TV, AIR etc. and 
organises group discussions representing a variety of cross-sections of the society. 
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(h) National Entrepreneurship Development Board (NEDB): The Institute assists the NEDB 
which is the Union Government’s policy formulating body. 

(i) Services to affiliate members: The Institute affiliates institutions/organizations engaged 
in entrepreneurship development and related activities as Ordinary, Associate and 
Corporate Members. It offers to these members services by providing information 
material and forum for discussing strategies for propagating entrepreneurship. 

(j) Sustaining Entrepreneurship: Sustaining existing entrepreneurs is an activity important 
as, and possibly more important than, creating new entrepreneurs. In this direction, 
NIESBUD organises Continuing Education Programmes for SSI Entrepreneurs besides 
providing counselling and consultancy. Short duration training programmes on Working 
Capital Management, Marketing, Project Identification, Accounting etc. are conducted on 
campus while counseling / consultancy is provided on and off campus. 

UTTAR PRADESH STATE FINANCIAL CORPORATION 

It is one of the premier term lending State Financial Corporations of India. It has a consistent 
track record in servicing of debts. It has a large network of 19 regional offices. It main 
objective is to foster growth of small & medium enterprises. 

Its role: 

• Providing financial assistance to industrial & service sector units. 

• Assistance under Refinance scheme for Technology Development and Modernization 
(RTDM), Refinance scheme for Technology Up-gradation Fund (RTUF) for textile 
and tannery modernization. 

• Fostering growth of SME’s. 

• Providing working capital term loans to units in manufacturing, service and agro 
sectors. 

• Providing seed capital assistance to smaller units & women entrepreneurs under national 
equity fund & Mahila Udyam Nidhi schemes. 

• Providing capital investment subsidy to cold storages upto 25% of c.o.p as per scheme 
of N.H.B. 

• Financial norms of UPFC: Debt Equity Ratio: 1:1 to 2:1 depending upon the quantum 
of loan, nature of industry, nature of scheme and security of coverage available. 

• Interest Rate [including interest tax] 
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S. No. 

Particulars 

Proposed 
(W.E.F. 1/2/2003) 

I 

A. Loans Up To Rs. 0.50 Lacs 

11.75 % 


B. Loan Above Rs. 0.50 Lacs To Rs. 2.00 

Lacs (Including Loan Under 

SWS/MUN/NEF Scheme/ Marketing Scheme 

12.25 % 


For SSI Products) 

C. All Loans Under RTDMS/ ISO 9000 

Scheme 

11.75 % 

2 

Above Rs. 2.00 Lacs 

Including Loan Under SWS Cases/MUN/NEF 
Scheme/Marketing Scheme For SSI 
Products/RTUF/Tanneiy Modernization 

Scheme And Information Technology Scheme 

13.50 % 


For "A" & "B+" Category* 


For Other Categories* 

14.50 % 

3 

ERS For All Categories* 

13.50 % 


EFS For All Categories* 

14.00 % 

4 

Working Capital Term Loan 

For "A" Category* Onjy 

15.00 % 


For Other Categories* 

16.00 % 

S 

Short Term Loan Scheme 

For M A" & "B+" Category* Only 

16.00 % 


For Other Categories* 

16.50 % 

6 

Marketing Infrastructure Scheme (Financing 

16.00 % 


Permissible For "A" Category* Only) 

15.00 % 


For Other Than "A" Category* (Higher By 1 %) 

(W.E.F. 1.6.03) 

16.00 % 

7 

Penal Interest 

3.5 % ( Per Annum On Defaulted Amount For 
Defaulted Period) 

8 

Terminal Interest Rebate Benefit 

Rebate @1% Per Annum To All The 
Entrepreneurs To Remain Regular In Payment 
Throughout The Currency of Loan. 


Category ascertained at the time of appraisal of loan proposal. 
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Security 

Like Other Financial Corporations stipulates security clause depending on risk perception 
on case-to-case basis. 


UTTAR PRADESH STATE INDUSTRIAL DEVELOPMENT 
CORPORATION (UPSIDC) 

UPSIDC is India’s premier industrial promotion and infrastructure development 
undertaking, dedicated to industrial development in Uttar Pradesh. Through its highly 
professionals services, single window clearance system and incentives, UPSIDC lends a 
constructive hand to entrepreneur’s. 

The Corporation has so far developed 134 industrial areas in 58 districts of the state. More 
than 5000 industrial units in the large, medium and small-scale have been set up with an 
estimated investment of over Rs. 1,75,000 million. 

UPSIDC has developed a host of technology parks, export promotion parks and industrial 
townships. The Corporation has been following the State Industrial Policy to make Uttar 
Pradesh the most preferred location for investment. It is all set to develop a series of new 
industrial areas, integrated townships and technology parks at prominent locations for 
promoting industries such as Agro/Food Processing, Information Technology, Apparel, 
Chemicals, Handicrafts, Gems/Jewelry, Electronics, Textiles, Plastics, Leather and Leather 
Products etc. 

Uttar Pradesh State Industrial Development Corporation, the premier industrial promotion 
and infrastructure development undertaking of the State Government has been the driving 
force behind scores of industrial ventures since 1961. Its major promotional and development 
activities are: 

• Development of industrial areas equipped with all the necessary industrial environments. 

• Identification and promotion of infrastructure related projects in Joint/ Assisted Sector. 

• Financial assistance to limited companies through Equity Participation and 
Underwriting. 

• Execution of civil construction works for public and semi-public organisations on 
deposit basis. 

• Acquisition of land on demand for bigger projects. 

• Consultancy Services in Architecture and Town Planning Works. 

• Provision of institutional support by way of escort services for speedy clearance, 
consultancy etc. 
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Statistics apart, transformation of Ghaziabad, Mathura, Agra, Moradabad, Bulandshahar 
and other places including extremely backward areas such as Orai and Kanpur rural (Dehat) 
into industrialised towns in a short period reflects a glowing tribute to the corporation’s 
endeavours in infrastructure development and support to industries in more ways than 
one. Prestigious units such as Asian Paints, Arihant Industries, Avon Cycles, Atma Steel, 
Ambuja Agro, Bindal Agro, Bhushan Steel, BHEL, BEL, CEL, DCM-DAEWOO, Dalmia, 
Delhi Press, Escorts, Glaxo, Goodlass Nerolac, Hawkins, Hindustan Lever, Hindustan 
Petroleum, Indo-Gulf Fertilisers, JP Industries, Jain Tube, LML, Nirma, Nicco Batteries, 
Paam Pharma, Pepsi, Parle, Raunaq, Raymonds, Rathi Steels, Swadeshi Polutex, SRF, Nippon 
Denro, Shamken Multifab, Super House, Somaiya Organics, Telco, Tata Fertiliser, Vam, 
Williard India etc. are already in the industrial areas of UPSIDC. 

UPSIDC’s Operating Schemes 

1 . Development of Industrial Areas: One of the prime objective of UPSIDC is mainly to 
develop industrial areas and provide primary infrastructure. Its industrial areas are 
equipped with infrastructure facilities like roads, drains, internal power lines, streetlights, 
etc. Massive efforts have also been made to provide state-of-the-art and need-based 
support facilities like industrial housing, telecom, water supply, common facility centres, 
banks, post offices, dispensary, police outpost, shops, business development centres 
for housing, modern communication and business centres, field hostels etc. 

2. Bulk Land: Besides providing developed plots for industrial purpose, UPSIDC has a 
sustainable land bank, which in addition to industrial use, is available in bulk for 
industrial/commercial plantation, housing, tourism projects and other institutional 
uses at selected cities in the state. 

3. Promotion of Infrastructure Projects: UPSIDC has been promoting Industrial Projects 
under its assisted sector scheme wherein it provides 10 to 15% of equity. 

4. Project Counselling: UPSIDC offers a complete range of project counselling services 
to prospective entrepreneurs desirous of setting up units in its industrial areas, including 

❖ Assistance in identification of suitable projects 

❖ Services of data banks and business information requirements 

❖ Escort services to offer suitable land in various industrial areas 

5. Land as Equity: The objective of the scheme is to provide land in the form of equity to 
the promoters setting up their units in UPSIDC’s Industrial Areas situated in NID’s 
Growth Centres/Slow Moving Areas for balanced industrial growth of the state. The 
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quantum of assistance shall be limited to the maximum extent of the cost of the land 
acquired by the company. The equity assistance shall be provided subject to overall 
restrictions that total equity of the corporation in lieu of cost of land in particular project 
shall not exceed 11% of the equity of the company or Rs. 25 lakh, whichever is lower. 

INDUSTRIAL DEVELOPMENT BANK OF INDIA 
Objectives of IDBI 

One of the important objectives of IDBI has been to promote the growth of industries in 
the backward regions. The IDBI has been offering, on certain conditions, many facilities for 
this purpose, including concessional finance to the State Financial Corporations and banks 
for their loans to the small and medium-sized projects located in the specified backward 
districts, direct rupee loan assistance as well as underwriting assistance. The direct concessional 
assistance has been recently extended to projects for their expansion, diversification, renovation 
and rehabilitation. The concessions of direct assistance to units located in backward areas 
include interest at 7.5 percent per annum; a commitment charge of V 2 per cent (which can 
be waived in exceptional cases); underwriting commission of IV 2 per cent and % percent for 
shares and debentures respectively; initial moratorium period upto 5 years; amortization 
period of 15 to 20 years, and selective participation in risk capital. Besides, the IDBI 
follows a flexible approach towards promoter’s contribution, margin requirements and 
rescheduling of repayment during the currency of loan, depending on the merits of each 
case. For refinance, the IDBI charges a 4.0 percent while the primary lenders rate is subject 
to a ceiling of 7.5 percent. 

NATIONAL SMALL INDUSTRIES CORPORATION LTD (NSIC) 

NSIC : National Small Industries Corporation Ltd (NSIC), an ISO 9001:2000 certified 
company, since its establishment in 1955, has been working to fulfill its mission of promoting, 
aiding and fostering the growth of small scale industries and industry-related small scale 
services/business enterprises in the country. Over a period of four decades of transition, 
growth and development, NSIC has proved its strength within the country and abroad by 
promoting modernization, up gradation of technology, quality consciousness, strengthening 
linkages with large and medium scale enterprises and enhancing exports-projects and products 
from small scale enterprises. The 21st century has thrown up new challenges and 
opportunities for businesses, large and small. As the world becomes and increasingly smaller 
and fiercely competitive market place, the dynamics of SSI growth have become more 
challenging. NSIC recognizes these challenges. To enable the small scale industries to gain 
competitive advantage and to contribute effectively to the development of the economy, 
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NSIC has restructured its activities to meet the twin challenges of growth and competition 
in the small-scale industries. The corporation has adopted a focused sectoral approach for 
competence building and making a tangible contribution for the growth of the small-scale 
sector. The strategic reorientation alters the focus of NSIC from a direct operator to that of 
a facilitator. NSIC operates through 9 Regional Offices supported by 21 Branch Offices 
and 26 Sub-offices for cluster development and 8 technical services and Extension Centres 
backed up by more than 500 professionals spread across the country. For its operations in 
the Gulf and Africa, it works through its offices in Dubai and Johannesburg. 

The National Small Industries Corporation Ltd. was set up with a view to promote, aid and 
foster the growth of small-scale industries in the country with focus on commercial aspects 
of these functions. NSIC continues to implement its various programmes and projects 
throughout the country to assist the SSI units. The corporation has been assisting the 
sector through the following schemes and activities: 

• Supply of both the indigenous and imported machines on easy hire-purchase terms 
through the composite term loan scheme. 

• Procurement, supply and distribution of indigenous and imported raw materials. 

• Export of small industries products and developing export-worthiness of small-scale 
units. 

• Enlisting competent units and facilitating their participation in government stores 
purchase programme 

• Training in several technical trades 

• Sensitizing SSI units on technological up gradation through Software Technology 
Parks and Technology Transfer Centres. 

• Mentoring advisory services 

• Technology business incubators 

• Setting up small-scale industries in other developing countries on turn-key basis 

• Other areas and international co-operation 

Over the years, the corporation has made significant contribution to the growth of the SSI 
sector in India. The corporation has set up a large number of turnkey projects in a number 
of developing countries. The corporation is an ISO: 9001-2000 company. 

Various Support & Services offered by NSIC 

(a) Managing Globalization: For meeting the challenges of growth and competition, NSIC 
has repositioned its strategies for managing globalization effectively. Its new strategy 
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is, therefore, focused on managing technology, finance, markets and the digital divide. 
The strategic imperatives of NSIC’s new directions are thus aimed at: 

❖ A focused sectoral approach 

❖ Up gradation of these identified sectors in terms of: 

■ Product design 

■ Application of new technologies 

■ Quality control 

■ Packaging 

■ Marketing 

■ Links to global markets 

❖ Setting up of sector-specific Joint Action Groups (JAGs) 

❖ Identification of potential global players in each sector 

❖ Assigning of a Business Development Manager, responsible for the overall growth 
of the sector, in each sector. 

❖ Common programmers with the stakeholders in the identified sectors. The 
components of these programmes are: 

■ Mentoring and advisory support 

■ Identification of new markets 

■ Consortia marketing and brand building 

■ Quality assurance and rating 

■ Cluster specific catalogues 

■ Buyer-seller meets 

❖ Offering integrated support through: 

■ Technology up gradation 

■ Marketing support 

■ Financial support 

■ Infomediary services 


International partnerships 
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Focus on Specific Sectors: 

Agro and food Processing 
Auto components 
Bio-technology 

Glass and ceramics Dimensional Stones 
Information Technology Communications 
Knit-wear and garments 
Leather and leather products 

Light engineering (builders hardware, pumps, agriculture diesel engines, 
hand tools, bicycle components etc. 

Low cost building materials 

Pharmaceuticals and chemicals 

(b) Technology: Technology is the key to enhancing a company’s competitive advantage 
in today’s dynamic information age. SSIs need to develop and implement a technology 
strategy in addition to financial, marketing and operational strategies, and adopt the 
one that helps integrate their operations with their environment, customers and 
suppliers. 

NSIC offers SSI units the following support and services through its Technical Services 
Centre, Extension Centres, Software Technology Parks and Technology Transfer Centre. 

❖ Technology audits and benchmarking 

❖ Technology needs assessment 

❖ Technology sourcing 

❖ Application of new techniques 

❖ Technology acquisition 

❖ Material testing facilities through accredited laboratories 

❖ Product design including CAD 

❖ Common facility support in machining, EDM, CNC, etc. 

❖ Energy and environment services at selected centres 

❖ Classroom and practical training for skill up-gradation 
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(c) Software Technology Parks: Software Technology Parks (STPs) facilitate small industries 
in setting up 100% export-oriented units for software export. They also act as nodal 
point to activate software exports directly through NSIC. These STPs extend support 
in terms of the requisite infrastructure to the SSI units to start business operations 
with a minimum lead-time. The scheme is governed by STPI regulations of the Ministry 
of Information Technology, Government of India. NSIC established the first STP at 
Okhla, New Delhi in 1995 and the second in Chennai in 2001. Several small-scale 
units have taken advantage of these parks and contributed export earnings to the 
exchequer. 

(d) Marketing: Marketing, a strategic tool for business development is critical to small- 
scale units, growth and survival in today’s intensely competitive market place. NSIC 
acts as a facilitator to promote small industries and has devised a number of innovative 
programmes to support SSIs in their marketing efforts, both in and outside the country. 
Some of these programmes are: 

1. Market Information and Trade Leads: Trade leads and information on national 
and global markets are provided online to its member SSI units through NSIC’s 
Infomediary Services 

2. Suppliers Rating Accreditation: NSIC provides accreditation to SSIs by developing 
an effective accreditation system through collaboration with Indian and 
International accreditation agencies. 

3. Procurement for the UN systems: As the United Nations (UN) is one of the largest 
buyers in the world, NSIC has prepared a roster of potential suppliers of goods 
and services from India for the UN. Additionally, NSIC also organizes seminars 
and workshops in association with different UN agencies to acquaint SSI units 
about UN stores purchase procedures and mechanisms. 

4. Consortia Marketing and Brand Building: To integrate the strengths of individual 
SSI units producing similar products, NSIC facilitates consortia formation. A 
number of value added services to the consortia members include: 

■ Common brands advertising and publicity support. 

■ Testing and common facility support. 

In today’s business environment, brands play an important role in enhancing market 
penetration and market share. NSIC provides brand-building support to clusters of 
industries making the same product. Co-branding is also planned to leverage synergies 
with established market brands. 

5. Trade fairs and exhibitions: To showcase the competencies of Indian SSI’s and to 
capture market opportunities, NSIC participates in select International and 
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National Exhibitions and trade fairs every year. NSIC facilitates the participation 
for small-scale units by providing concession in rentals etc. participation in these 
events exposes SSI units to International practices. 

6. Techmart: NSIC has been organizing a yearly event- Techmart India coinciding 
with the India International Trade Fair, New Delhi every year since 1992. This 
is a technology showcase for SSI units and is aimed at developing technical 
collaborations, joint venture opportunities and technology transfers with or 
without buy back arrangements. 

7. Exports of Products and Projects: NSIC is a recognized export house. It is involved 
in exporting products and projects of small scale industries of India to other 
countries. The major areas of operation are: 

■ Export of Indian products such as handicrafts, leather item, hand tools etc. 

■ Supply of small industry projects on a turnkey basis. 

■ Export of IT solutions from India. 

■ Export of relief suppliers from India to UN and other international agencies. 

In addition, NSIC provides a complete package of export assistance, testing facilities, 
pre-shipment credit facility, export incentives, etc., apart from exposure to SSI units 
at Trade Fairs, Buyers-seller meets, etc. NSIC also helps SSI units in procurement for 
samples and in negotiations for reaching agreements with foreign buyers. Assistance is 
also rendered in preparing export worthy publicity material for SSIs. Through its 
overseas offices in Dubai and Johannesburg, NSIC is building long-term business 
linkages in these markets. Catalogue shows and special events are also organized to 
promote SSI products in the international markets. 

8. Global Tenders: This programme enables SSI units to participate in bulk tender 
opportunities through NSIC. Since tender marketing forms a major chunk of 
the market share, NSIC facilitates this support to SSI units to promote quality 
products from the sector. Other benefits of SSIs of the scheme are: Exemption 
from depositing earnest money, maximum capacity utilization and increased 
productivity. 

9. Government Stores Purchase Programme: This programme was initiated in 1955- 
56 to assist small-scale industries in obtaining a fair share of the total purchases 
made by the Government and its departments including public sector 
undertakings and state governments. The aim of this programme is to ensure 
that SSI units are oriented towards producing goods in conformity with the 
standards laid down by buying agencies. 
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10. Buyers -Seller meets: Bulk and departmental buyers such as the Railways, Defence 
and Communication ministries and companies are invited to participate in buyer- 
seller meets to enrich SSI units knowledge regarding terms and conditions, 
quality standards, etc required by the buyer. 

(e) Information: Information plays a vital role in the success of any business. Recognizing 
the importance of information and its relevance to SSI units, NSIC provides Infomediary 
services to SSI units. Besides hosting an integrated website (www.nsicindia.com), 
NSIC hosts sector specific portals for focused information dissemination. Under this 
scheme, SSI units can become members and avail of a number of value-added services. 
Some important services are: 

❖ E-transaction portal 

❖ Supply databases 

❖ Advisory and Infomediary Services 

❖ Market intelligence 

❖ Technology providers 

❖ Information providers 

❖ Linkages with relevant institutions 

The portals, targeted at specific sectors, will aim at providing information and 
facilitation to members in the first phase, and transaction and integration services in 
the second and final phase. 

(f) Credit Support: Finance is the lifeline of SSI units, and NSIC supports them by 
providing several credit and finance facilities. 

1. Equipment Financing Schemes: These include the Hire Purchase scheme under 
which indigenous and imported machines are made available to first generation 
entrepreneurs and exiting units on easy Hire Purchase terms. 

2. Composite Term Loan Scheme: This is linked with the Credit Guarantee funds 
under which a max. assistance of Rs. 25 lakhs is provided for procurement of 
land and building, machinery and equipment and for working capital without 
collateral securities. 

3. Foreign Lines of Credit: NSIC liaises with foreign agencies to arrange special 
schemes for SSIs. For example: It is the agreement with the Italian Government 
which has provided as soft loan of Rs. 2,030 lakh to extend a soft line of credit to 
NSIC for modernization of small industries in selected sectors. 
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4. Raw Material Assistance: This programme aims to help SSI units by financing 
purchase of raw material (both indigenous and imported), thus allowing them 
to focus on manufacturing quality products. 

5. Export Financing: Finance, including pre and post-shipment finance, for export 
development to export oriental units is provided under this programme to meet 
SSI units emergent requirements. A large number of small industries are availing 
of this assistance. 

(g) International Cooperation: One of NSICs main objectives is to facilitate sustainable 
international partnerships. The emphasis is on sustainable business relations rather 
than on one-way transactions. Since its inception, NSIC has contributed to 
strengthening enterprise-to-enterprise cooperation, south-south cooperation and sharing 
best practices and experiences with other developing countries, especially those in 
African, Asian and Pacific regions. NSIC has done this through setting up of institutional 
frameworks for promotion of small scale industries; conducting techno-economic 
assessment surveys; setting up industrial estates and provision of common facility 
services; support and extension services; supply of machinery, equipment and transfer 
of technology; ancillary development and subcontracting relationships; technical and 
entrepreneurial training; and development of Industries in Rural and Backward areas. 

NSICs new initiatives in this area are: 

❖ Exchange of business/technology missions with various countries. 

❖ Facilitating enterprise-to-enterprise cooperation, Joint Ventures, Technology 
Transfers, and other forms of sustainable collaboration. 

❖ Exploring new markets and areas of cooperation through; 

■ Identification of new export markets by participating in sector-specific 
exhibitions all over the world. 

■ Identification of countries in which India has potential to export its 
Technology, Products and Projects, such as the sub-Sahara countries, the 
Indo-China region etc. 

■ Assistance to these countries in formulating their policy and institutional 
frameworks. 

(h) International Partner Institutions: Following are the International partner institutes: 

❖ Small Business Corporation, South Korea 

❖ Taipei World Trade Centre (TWTC), Taiwan 

❖ Bundesverband Mitteistandische Wirtschaft(BVMW), Germany 
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❖ Confederation of Small Industries (CONFAPI), Italy 

❖ Social Fund for Development, Egypt 
(i) New Initiatives: 

1. Advisory and Mentoring Services: Inadequate management skills are often the cause 
of non-performance of small enterprises. NSIC’s advisory and mentoring services 
are aimed at effectively addressing this impediment to growth. It offers mentor- 
pupil relationship services in which the mentor, a person with wide experience is 
running his own business, will volunteer his services to individual or a group of 
units - the pupils. An advisor, a senior professional, generally retired and a 
specialist in a specific area will assist in the process. Mentors and advisor will 
provide the necessary professional and moral support in the early lifecycle of an 
enterprise or to existing units facing critical operational problems. 

2. Technology Business Incubators: Innovative entrepreneurial ideas have to be fostered 
and developed in a supportive environment before they become attractive for 
Venture Capital Institutions. Incubation centres enable technical entrepreneurs 
to conduct their R&D programmes in a professional, friendly and supportive 
environment, which receiving the guidance they need in the initial phase. An 
entrepreneur needs not to make any further investment and set up a facility to 
develop the ideas. Instead he/she can use the space and facilities of incubation 
centres to start business. Software professionals and technocrats returning from 
abroad can also use these centres. Some of them come with projects ideas in 
mind, but it takes considerable time to set up operations. 

Technology Business incubators are an important tool for entrepreneurial 
development. Recognizing this need, NSIC has setup Technology Business 
Incubators to utilize its existing infrastructure at various Technical Centres. The 
following areas have be identified for Incubation services in the first phase: 

■ Information Technology 

■ Product Design 

■ Energy and Environment 

■ Bio-Technology 

■ Electronics and Communications 

3. Suppliers Rating Accreditation Services: Accreditation, a necessity for buyer comfort, 
speaks of the enterprise’s ability to supply reliably and effectively in accordance 
with the customer’s changing needs. NSIC provide accreditation to SSI units by 
developing an effective accreditation system process through collaboration with 
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Indian & International Accreditation agencies. Accreditation is provided at two 
levels- for all Government purchases and for private national and international 
buyers. ‘NSIC Accredited’ is a mark of quality and genuineness and is awarded 
after thorough and recurrent appraisals of the SSI units and their products. 

ENTREPRENEURSHIP DEVELOPMENT INSTITUTE OF INDIA: 
THE ORIGIN 

After the Second World War, concern for economic development became all-pervasive. There 
was a growing concern for economic development and this strengthened the interest in 
entrepreneurship with primary focus on exploring practical measures to augment the supply 
of entrepreneurs, i.e. persons with competence and aptitude to initiate, nurture and expand 
industrial enterprises. This resulted in the belief in education and training to inculcate and 
develop entrepreneurial capabilities in people so that they could set up their own enterprises. 
Subsequently, programmes directed towards this goal were conceptualized. 
The birth of training efforts for the promotion of entrepreneurship in the country was 
purely an indigenous initiative, i.e. the ‘Technician Scheme’ launched in the year 1969 by 
two state-level agencies of Gujarat. The scheme visualised 100% finance without collaterals. 
A large number of people took advantage of this scheme. The real gain of the scheme was 
the realization that there is vast entrepreneurial potential available in the country that 
could be tapped and developed through appropriate training intervention. 

This led Gujarat Industrial Investment Corporation (GIIC), along with other state-level 
agencies to conceptualise, mount and develop, in 1970, a 3-month long training programme 
known as Entrepreneurship Development Programme (EDP). However, with the number 
of programmes increasing, the need for having a separate state-level organisation to look 
into selection, training and development of first-generation entrepreneurs was strongly felt. 
Thus, the Gujarat Centre for Entrepreneurship (CED), the first of its kind in the country, 
came into existence in 1979 with the support of Government of Gujarat and the industrial 
promotion and assistance agencies in the state. 

By this time, the success story of Gujarat experiment spread far and wide and the Ford 
Foundation encouraged the Gujarat team to test out EDP strategy in a few less developed 
states like Rajasthan, Assam, etc. Several development agencies in other parts of the country 
mounted their own EDPs and Gujarat CED provided professional support to a few of 
these. With increasing number of organisations seeking such support from Gujarat CED, it 
was felt necessary to set up a National Resource Organisation committed to entrepreneurship 
education, training and research. 

The idea took a concrete shape when the Industrial Development Bank of India, the apex 
financial institution which had evinced keen interest in the Gujarat experiment joined hands 
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with Industrial Credit and Investment Corporation of India (ICICI), Industrial Finance 
Corporation of India (IFCI), State Bank of India (SBI) and sponsored this national-level 
institution. Government of Gujarat also expressed its willingness to support it. Thus the 
Entrepreneurship Development Institute of India (EDI) came into existence in the year 1983. 

Entrepreneurship Development Institute of India was set up as an autonomous body under 
the Societies Registration Act on April 20, 1983. The Government of Gujarat pledged 
twenty-three acres of land in Ahmedabad, on which stands the majestic and sprawling EDI 
campus. 


THE MISSION 

An acknowledged national resource institution, EDI is committed to entrepreneurship 
education, training and research. The institute strives to provide innovative training 
techniques, competent faculty support, consultancy and quality teaching & training material. 
EDI has been spearheading entrepreneurship movement throughout the nation with a 
belief that entrepreneurs need not necessarily be born, but can be developed through 
well-conceived and well-directed activities. 

The Objectives of EDI are: 

• Creating a multiplier effect on opportunities for self-employment, 

• Augmenting the supply of competent entrepreneurs through training, 

• Augmenting the supply of entrepreneur trainer-motivators, 

• Participating in institution building efforts, 

• Inculcating the spirit of ‘Entrepreneurship’ in youth, 

• Promoting micro enterprises at rural level, 

• Developing and disseminating new knowledge and insights in entrepreneurial theory 
and practice through research, 

• Facilitating corporate excellence through creating intrapreneurs (entrepreneurial 
managers), 

• Improving managerial capabilities of small scale industries, 

• Sensitizing the support system to facilitate potential and existing entrepreneurs establish 
and manage their enterprises, 

• Collaborating with similar organisations in India and other developing countries to 
accomplish the above objectives. 
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The institute’s basic strategy to realise its mission has been to concentrate on some broad 
areas to achieve its objectives. The areas so selected have to satisfy the twin criteria of social 
relevance and the institute’s capability. 

NATIONAL BANK FOR AGRICULTURE & RURAL 
DEVELOPMENT (NABARD) 

National Bank for Agriculture & Rural Development (NABARD) came into Existence on 
12 th July 1982 by an act of Parliament. Its objective is providing focused and undivided 
attention to the development of rural India. NABARD mission statement underscores “to 
promote sustainable & equitable agricultural & rural prosperity through effective support, 
related services, institution development and other innovative initiatives.” 

NABARD at present has 28 regional offices at the state capitals, a sub-office at Port Blair 
and 376 district development offices. NABARD is an apex institution accredited with all 
matters concerning policy, planning and operations in the field of credit for agriculture and 
other economic activities in rural areas. It is an apex refinancing agency for the institutions 
providing investment and production credit for promoting the various developmental 
activities in rural areas. It takes measures towards institution building for improving 
absorptive capacity of the credit delivery system, including monitoring, formulation of 
rehabilitation schemes, restructuring of credit institutions, training of personnel, etc. It co¬ 
ordinates the rural financing activities of all the institutions engaged in developmental 
work at the field level and maintains liaison with Government of India, State Governments, 
Reserve Bank of India and other national level institutions concerned with policy formulation. 
It also prepares, on annual basis, rural credit plans for all districts in the country; these 
plans form the base for annual credit plans of all rural financial institutions. It further 
undertakes monitoring and evaluation of projects refinanced by it. 

It promotes research in the fields of rural banking, agriculture and rural development. 

Functions 

Credit Support: At its core business, NABARD provides credit support that suits every 
activity in rural India. It refinances commercial, co-operatives and regional banks for lending 
to our farm activities (minor irrigation, animal husbandry, farm mechanization, forestry, 
fisheries, land development, horticulture, plantation and medicinal crop) & non-farm 
activities (rural industries, artisans, handicrafts, handlooms, rural housing, rural tourism 
and so on). Refinance is provided by NABARD for both long-term investment credit as 
well as short-term production credit for crop rearing and working capital for non-financial 
activities. 
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NABARD has introduced several innovations in the rural credit domain: 

(a) Self Help Groups: More famously called as SHG are a group of homogeneous members 
who voluntarily collaborate mainly to overcome financial difficulties. With the modest 
beginning of just 500 SHGs in 1992, the programme boasts of as many as 6,20,109 
groups in the year 2005-06 alone. 

(b) Rural Infrastructure Development Fund: It is very important to have proper 
infrastructure for agriculture, industrial and overall economic development. Moreover 
infrastructure also provides basic amenities that improve the quality of life of people 
at large. NABARD has sanctioned funds under RIDF for improvement of rural 
connectivity through road network & bridges, power, development of social sector. 

(c) Watershed Development: With the entire country facing the problems of water scarcity, 
NABARD was engaged in perfecting its experiments in creating a sustainable cost 
effective solution to the water harvesting techniques in rural India. 

(d) Tribal Development & WADI Approach: With over 8% of the population comprising 
tribals largely dependent on forests, livestock and agriculture, NABARD found a 
holistic approach by addressing production, processing and marketing of the produce 
with WADI as the core of the programme. 

(e) Attracting youth to rural non-farm sector: NABARD has formulated several schemes 
like Assistance to Rural Women in Non-Farm Development (ARWIND), Assistance 
for Marketing of Non-Farm Products of Rural Women (MAHIMA), Development of 
Women Through Area Programme (DEWTA) for providing support to women in 
rural areas. 

(f ) District Rural Industries Project (DRIP): The objective of DRIP is to create sustainable 
employment opportunities in rural areas. 

(g) Rural Entrepreneurship Development Programme (REDP): REDP is a promotional 
programme to motivate and train educated unemployed rural youth to set up their 
enterprises. 

(h) Marketing: A number of marketing interventions have been made for marketing of 
rural non-farm products since marketing is a key factor in the success of any programme. 
With the support of NABARD under its various promotional programmes like rural 
haats, rural marts, participation in fairs, exhibitions etc. artisans and entrepreneurs 
get larger market to showcase their talents and products to urban markets. 

(i) Rural Innovation Fund: In association with Swiss Agency for Development and 
Cooperation (SDC) NABARD has constituted the NABARD-SIDC Rural Innovation 
Fund (RIF) to support innovative projects in farm, non-farm and micro-finance sectors 
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leading to creation of employment opportunities for the poor. Institutions, corporate 
bodies, financial institutions and individuals can avail funding support for activities 
involved in development of new products, processes, prototypes, technology etc. which 
have the poor in their focus. 

Small Industry Development Organization (SIDO) 

The office of the Development Commissioner (Small Scale Industries) is also known as the 
Small Industry Development Organization (SIDO). It is an apex body for assisting the 
Ministry in formulating, coordinating, implementing and monitoring policies and 
programmes for the promotion and development of small scale industries in the country 
and is headed by the Development Commissioner (SSI). 

In addition, the SIDO provides a comprehensive range of common facilities, technology 
support services, marketing assistance, etc., through its network of 30 Small Industries 
Service Institutes (SISIs), 28 Branch SISIs, 7 Field Testing Stations (FTS), 4 Regional Testing 
Centres, 2 Small Entrepreneur Promotion and Training Institutes (SEPTI) and 1 Hand 
Tool Design Development and Training Centre. The SIDO also has a network of Tool 
Rooms, Process-cum-Product Development Centres (PPDCs) and technology and training 
support institutes which are run as autonomous bodies registered as societies under the 
Societies Act. 

Objective of SIDO 

“Imparting greater vitality and growth impetus to the small, tiny and village enterprises in 
terms of output, employment and exports and instilling a competitive culture based on 
heightened technology awareness.” 

The Small & Medium Enterprises (SME) sector is one of the fastest growing industrial 
sectors all over the world. Many countries of the world have established an SME Development 
Agency (SMEDA) as the nodal agency to coordinate and oversee all Government 
interventions in respect of the development of this sector. In the case of India, though a 
separate medium sector is not defined, the office of Development Commissioner (Small 
Scale Industries) also known as Small Industries Development Organisation (SIDO) functions 
as the nodal development agency for small industries. SIDO functions under the Ministry 
of SSI (Ministry of Small Scale Industries). 

SIDO was established in 1954 on the basis of the recommendations of the Ford Foundation. 
Over the years, it has seen its role evolve into an agency for advocacy, hand holding and 
facilitation for the small industries sector. It has over 60 offices and 21 autonomous bodies 
under its management. These autonomous bodies include Tool Rooms, Training Institutions 
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and Project-cum-Process Development Centres. SIDO provides a wide spectrum of services 
to the small industries sector. These include training for entrepreneurship development, 
preparation of project and product profdes, technical and managerial consultancy, assistance 
for exports, pollution and energy audits etc. SIDO provides economic information services 
and advises government in policy formulation for the promotion and development of SSI’s. 
The field offices also work as effective links between the Central and the State Governments. 

Consequent to the increased globalization of the Indian economy, small industries are 
required to face new challenges. SIDO has recognized the changed environment and is 
currently focusing on providing support in the fields of credit, marketing, technology and 
infrastructure to SSIs. Global trends and national developments have accentuated SIDO’s 
role as a catalyst of growth of small enterprises in the country. 

SMALL SCALE INDUSTRIES BOARD 

SSI Board is the apex non-statutory advisory body constituted by the Government of India 
to render advice on all issues pertaining to the SSI sector. The minister-in-charge of the SSI 
ministry is the Chairman of the Board. Members of the Board, include inter alia State 
Industries Ministers, selected Members of Parliament, Secretaries of various departments of 
the Central Government, Heads of Financial Institutions, Representatives of Industry 
Associations and Eminent Experts. 

The SSI Board provides to its members a forum for interaction to facilitate co-operation 
and inter-institutional linkages and to render advice to the Government on various policy 
matters, for the development of the sector. The Board was first constituted in 1954. Its 
term is for two years. 

THE INDIAN INSTITUTE OF ENTREPRENEURSHIP (HE) 

With an aim to undertake training, research and consultancy activities in the small industry 
sector focusing on entrepreneurship development, the Indian Institute of Entrepreneurship 
(HE) was established in the year 1993 at Guwahati by the erstwhile Ministry of Industry 
(now Ministry of Small Scale Industry), Government of India as an autonomous national 
institute. The institute started its operations from April 1994 with North East Council 
(NEC), Govts, of Assam, Arunachal Pradesh and Nagaland and SIDBI as other stakeholders. 

The policy direction and guidance is provided to the institute by its Board of Management 
whose Chairman is the Secretary to the Government of India , Ministry of Small Scale 
Industries. The governing council of the institute is headed by Chairman, NEC and the 
Executive Committee is headed by the Secretary SSI & ARI, Govt, of India. 
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The Institute is located at Lalmati, Basistha Charili, 37 NH bypass. It is 5 km from Dispur 
capital complex, 10 km from Railway Station and 30 km from LGBI Airport. 

The Objectives of HE are: 

• To organize and conduct training for entrepreneurship development. 

• To evolve strategies and methodologies for different target groups and locations and 
conduct field tests. 

• To identify training needs and offer training programmes to Government and 
non-Government organizations engaged in promoting and supporting entrepreneurship. 

• To document and disseminate information needed for policy formulation and 
implementation related to self-employment. 

• To identify design and conduct training programmes for existing entrepreneurs. 

• To prepare and publish literature related to entrepreneurship and industrial 
development. 

• To organize seminars, workshops and confer conferences for providing a forum for 
interaction and exchange of views by various agencies and entrepreneurs. 

• To conduct research for generating knowledge to accelerate the process of 
entrepreneurship development. 

• To act as a catalyst for development of self-employment/ entrepreneurship , industry/ 
business. 

• To evolve, design and help in the utilization of various media for creating 
entrepreneurship. 

Activities 

The activities of the institute include identification of training needs, designing and 
organizing programmes both for development functionaries and entrepreneurs; evolving 
effective training strategies and methodologies for different target groups and locations; 
organize seminars, workshops and conferences for providing forum for interaction and exchange 
of views by various agencies and entrepreneurs; undertaking research on entrepreneurship 
development, documenting and disseminating information needed for policy formulation 
and implementation on self-employment and entrepreneurship. 

The institute acts as a catalyst for entrepreneurship development by creating an environment 
for entrepreneurship in the support system, developing new entrepreneurship, helping in 
the growth of existing entrepreneurs and propagation of entrepreneurial education. 
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CONCLUSION 

The objective of financial institution is multi-fold, superficially they are meant to assist and 
cater to the needs of entrepreneurs and having macro-level advantages. They are: 

(i) Employment to local people in the area. 

(ii) Utilization of the local raw material. 

(iii) Efforts to generate and encourage local entrepreneurs or otherwise open the 
opportunities to outside entrepreneur. 

(iv) Balance regional development of the country as far as possible. 

(v) Integration of capacity generation and income of individuals. 

Formulating schemes and incentive is not enough: We need machineries, bodies and individuals 
who can monitor the implementation of the scheme, availability of the schemes especially 
the weaker sections of the society. However, it is also important to periodically review the 
schemes to find whether it is able to deliver what it was meant for and also identify areas 
which require changes in its present form. 

SUMMARY 

This chapter discusses the various financial institutions supporting entrepreneurs in India. 
The institutions that have been discussed in detail are: SIDBI, NABARD, Khadi and 
Village Industries Commission, National Small Industries Corporation (NSIC), The National 
Institute for Entrepreneurship and Small Business Development (NIESBUD), UPFC, 
UPSIDC, IDBI, EDI, SIDO 


REVIEW QUESTIONS 

1. Write Short notes on: 

(a) SIDBI 

(b) NABARD 

(c) NSIC 

(d) NIESBUD 

(e) UPFC 

(f) UPSIDC 
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(g) IDBI 

(h) EDI 

(i) SIDO 


PROJECT 

• Visit any two Financial Institutions which you have studied in this chapter and find 
out more about their objectives and methods of providing loans. 



Chapter 10: Institution Supporting Entrepreneurs ■ 231 


APPENDIX 


Web links of Major Financial Institutions, Banks and Venture Capital Organisations 
Major Financial Institutions, Banks and Venture Capital Organisations 
National Level Financial Institutions 


Name of Institution/Organisation 

URL Address 

Industrial Development Bank of India 

http://www.idbi.com 

ICICI Ltd. 

http://www.icici.com 

Industrial Financial Corporation of India 

http://www.ifciltd.com 

Export Import Bank of India 

http://www.eximbankindia.com 

Small Industries Development Bank of India 

http://www.sidbi.com 

National Bank for Agriculture and Rural Development (NABARD) 

http://www.nabard.org 


Banks 


Name of Organisation 

URL Address 

Allahabad Bank 

http://www.allahabadbank.com 

Andhra Bank 

http://www.andhratoday.com/fb/ab.htm 

Bank of Baroda 

http://www.bankolbaroda.com 

Bank of India 

http://www.bankofindia.com 

Bank of Madura Ltd. 

http://www.bankofmadura.com 

Bank of Maharashtra 

http://www.bank-of-maharashtra.com 

Bank of Punjab 

http://www.bankofpunjab.com 

Canara Bank 

http://www.canbankindia.com 

Centurion Bank 

http://www.expressindia.com/fe/iweek/centuri.html 

Corporation Bank 

http://www.corpbank.com 

Dena Bank 

http://www.denabank.com 

Development Credit Bank Ltd. 

http://www.dcbl.com/ 

State Bank of Hyderabad 

http://www.sbhyd.com 

State Bank of Indore 

http://www.statebankofindore.com 

Indian Bank 

http://www.indian-bank.com/ 

Indian Overseas Bank 

http://www.iob.com/ 

Induslnd Bank Ltd. 

http://www.indusind.com/ 

lammu & Kashmir Bank 

http://jammuandkashmirbank.com 

The Karur Vysaya Bank 

http://www.kvb.co.in 

Kalyan Bank 

http://www.kalyanbank.com 

Kapol Cooperative Bank Ltd. 

http://www.kapolbank.com 

Lakshmi Vilas Bank 

http://www.webindia.com/lvb 

State Bank of Mysore 

http://www.webindia.com/sbm 


Contd... 
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Mandvi Cooperative Bank Ltd. 

http://www.mandvibank.co.in 

The Nedungadi Bank Ltd. 

http://www.nedungadi-bak.com 

Punjab National Bank 

http://www.exploreindia.com/pnb/ 

Punjab and Maharashtra Bank 

http://www.pmcbank.com 

Punjab and Sind Bank 

http://www.punjabandsindbank.com 

Reserve Bank of India 

http://www.reservebank.com 

Saraswat Cooperative Bank 

http://www.saraswatbank.com 

State Bank of India 

http://www.sbi.co.in/ 

State Bank of Saurashtra 

http://www.sbsbank.com 

Syndicate Bank 

http://www.s_yndicatebank.com/ 

State Bank of Travancore 

http://www.sbtr.com 

The South Indian Bank Ltd 

http://www.southindianbank.com 

The Thane lanata Sahakari Bank Ltd 

http://www.thanejanata.co.in 

Union Bank Of lindia 

http://www.unionbankofindia.com/ 

UCO Bank 

http://www.ucobank.com/ 

Vijaja Bank 

http://www.vijayabank.com 


Venture Capital Organisations 


Name of Organisation 

URL Address 

Venture Capital Organisations Operating at the National Level 


Small Industries Development Bank of India 

http://www.sidbi.com 

Industrial Development Bank of India 

http://www.idbi.com 

ICICI Venture Funds Management Company Ltd. 

http://www.icici.com/cb_venfnd 

Canbank Venture Capital Fund 

http://www.canbankindia.com 

Venture Capital Organisations Operating at the State Level 


Gujarat Venture Finance Ltd. 

http://www.gvfl.com 

Uttar Pradesh Venture Capital Fund 

http://www.upfc.com 

PICUP Venture Capital Fund.UP 

http://www.picup.com 

Venture Capital Organisations Operating in the Private Sector 


Draper International Venture Capital 

http://www.drapervc.com/intl 

Walden Nikko India Management Company Limited 

http://www.wiig.com 

Highgate Ventures 

http://www.igatecapital.com 

Organisations Providing Venture Capital Advisory Services 


Avisha Credit Capital Ltd. 

http://india-times.com/avisha 

BHP Capital 

http://www.bhp-capital.com/india.html 

Vista Ventures Pvt. Ltd. 

http://www.vistaventures.com 

Technology Capital Partners 

http://www.techcapindia.com 
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State Level Financial Institutions 


Name of Institution/Organisation 

URL Address 

Andhra Pradesh State Financial Corporation 

http://www.ap-sfc.com 

Delhi Financial Corporation 

http://www.dfcdelhi.com 

Economic Development Corporation of Goa, Daman and Diu Limited 

http://www.edc-goa.com 

Gujarat State Financial Corporation 

http://www.gsfc-india.com 

Gujarat Industrial Investment Corporation 

http://www.giicindia.com 

Flaryana State Industrial Development Corporation 

http://hsidc.nic.in 

Flimachal Pradesh Financial Corporation 

http://business.vsnl.com/hpfc 

Fhmachal Pradesh State Industrial Development Corporation Ltd. 

http://himachal.nic.in/sidc/welcome.htm 

lammu & Kashmir Financial Corporation 

http://www.jkfinco.com 

lammu & Kashmir State Industrial Development Corporation 

http://www.agroindia.org/jSik 

Karnataka State Industrial Development Corporation 

http://www.ksiidc.com 

Kerala State Industrial Development Corporation 

http://www.ksidc.org 

http://www.indowave.com/ksidc 

Kerala Financial Corporation 

http://www.kfc.org 

Madhya Pradesh Financial Corporation 

http://members.tripod.com/~mpfincorp 

http://come.to/mpfc 

Orissa State Financial Corporation 

http://www.stpbh.soft.net/osfc 

Pondicherry Industrial Promotion, Development & 

Investment Corporation Ltd. 

http://www.pipdic.com 

Punjab Financial Corporation, 

http://punjabgovt.nic.in/ind553.htm 

Punjab State Industrial Development Corporation 

http://punjabgovt.nic.in/ind552.htm 

Rajasthan Financial Corporation 


Rajasthan State Industrial Development & Investment Corporation 

http://www.riico.com 

Tamil Nadu Industrial Development Corporation Ltd. 

http://www.tidco.com 

The Pradeshiya Industrial & Investment Corporation of Uttar Pradesh 
Ltd. 

http://www.picupindia.com 

Uttar Pradesh Financial Corporation 

http://www.upfc.com 

http://www.upfcindia.com 

West Bengal Industrial Development Corporation 

http://www.wbidc.com 


Stock Exchanges 


National Stock Exchange 

www.nse-india.com 

Bombay Stock Exchange 

www.bseindia.com 

SEBI 

www.sebi.com 


REFERENCES 

www.niscindia.com 

www.ediindia.org 
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LEARNING OBJECTIVES 

After reading this unit, you will be able to understand: 

• Introduction 

• Conceptual Framework 

• Definition of Small-scale Industrial Undertakings 

• SSI Policy Statement 

• Procedure for SSI Registration 

• The Strengths and Weaknesses of Small Business 


The Place of Small Business in History 

The role played by small business in the economic activity of Indian history since practically the beginning 
of the recorded time is significant. Out of the limited resources of information available, the first ever 
known piece of writing on small business, reflecting how banks would lend money at interest, appeared 
some more than 4,000years ago. Since then, small businessmen have given countless hours in the 
creation of products and services to benefit the consumer and society. 

Small business flourished in almost all ancient cultures. The Arabs, Babylonians, Egyptians, lews, Greeks, 
Phoenicians, and Romans excelled at it. The standards of their products and services, however, were not 
maintained. Consumers were often cheated and defrauded. As a consequence, small businesses became 
objects of scorn, into this controversy stepped Hammurabi, king of Babylon. In 2100 BC, he drafted a code 
of300 laws to protect consumers and small business persons, especially against fraud. Carved on marble 
columns 8 feet high, the original code-much of it now erased by time-resides at the Louvre Museum in 
Paris. A sampling of Hammurabi's laws follows. 

If outlaws hatched a conspiracy in the house of a wine-seller and she does not arrest them and bring them to the 
palace, the wine-seller shall be put to death. If a builder has built a house for a man and does not make his work 
perfect; and the house which he has built has fallen down and so caused the death of the householders, that 
builder shall be put to death. These two laws underscore the truth of the saying that "the more things change, 
the more they stay the same." 
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INTRODUCTION 

Indeed, the consumer’s sovereignty has always been considered as vital today as in ancient 
time. It was largely through small business that civilization was spread to all four corners of 
the then known world. Small businesses brought to the have-nots the benefits of such 
things as Babylonian astronomy, Greek philosophy, the Jewish calendar, and Roman law. 
Since then many nations, both developed and developing, have recognized the crucial 
importance small business as a useful source of growth: the former as complementary to 
large industry; and the latter for the creation of new employment avenues on a large scale in 
the shortest possible time. 

Small business has played an important role in Indian history. It practically flourished in 
almost all corners: Calcutta, Surat, Madras, Bombay and penetrated into the roots of Indian 
soil. The standards of their products and services were in however, not often maintained. 
This directed efforts towards the need to protect the consumer. Gradually, small business 
became the source of spreading civilization to all four corners of the then known world. 
With highly specialized skills and opportunities, Indian products were the center of attraction 
at home as well as and ruled in some of its business activities till the 18 th century. A 
country, which was known for its formidable industrial base till the late 18 th century, 
suffered irretrievably, during the colonial rule. 

The developing countries in later 19 th century could grasp the essentiality of small 
entrepreneurs for generating economic development. Japan, for instance, attached 
considerable importance to small business and had formulated policies to assist in its 
development at an early stage. Its thrust on small business has been an inspiration to the 
whole world and although now a developed economy, Japan still relies largely on the vast 
network of small enterprises to cater the needs of consumers as well as to supply components 
and intermediate products to the large industries. The drain of capital from India to Britain 
between 1757 and 1947 acted as a major obstacle in the development of a potential 
industrial economy. Entrepreneurship, which is an important component of any large- 
scale industrialization, suffered gravely during this phase, except in some localized pockets 
like Bombay, Surat, Kanpur, Madras and Calcutta. As a result of this, some large industries 
sprouted in certain areas, but industry, in general, languished. However, rural and cottage 
industries continued to cater to the needs of the people and helped in preserving the seeds 
of entrepreneurship in rural and sub-urban areas. The result was that by the time India 
won its Independence in 1947, she had very few major industries. It served to hasten the 
process of planning in India. The Planners recognized the futility of expecting investments 
in large industries, which required substantial amounts of capital. Thus, while the country 
formulated schemes for the establishment of large-scale industries in certain sectors, the 
important role of modern small-scale industries was acknowledged. The Industrial Policy 
Resolution, 1948, stated the position in the following words: “Cottage and Small-scale 
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Industries have an important role in the national economy offering as they do, scope for 
individual, village or co-operative enterprises and means of rehabilitation of displaced persons. 
These industries are particularly suited for the better utilization of local resources and for 
the achievement of local self-sufficiency in respect of certain types of essential consumer 
goods”. This statement, though significant for the small-scale sector, did not take into 
account, its modernized nature and equated it with cottage industries. However, since 
Independence, the government has shown concern and has consistently proclaimed its 
resolve to support small-scale industries as is clear from the various policies framed from 
time to time and different incentive packages announced for small sector. The major 
breakthrough could be sensed through the Industrial policy of 1956 and 1977. One of the 
vital efforts taken by the Janata Government in 1977 was the establishment of a centrally 
sponsored scheme known as ‘District Industries Centre (DICs) schemes’, offering 
comprehensive set of incentives all over the country. For the first time, an effort was made to 
provide all essential services to the DICs under a single roof. The 80s gave substantial 
thrust on the enhancement of manufacturing capacities in the industrial sector and special 
attention was paid to the promotion of technological excellence through a judicious blend 
of permitting import of contemporary technology and promoting the development of 
indigenous know-how. In the 90s and still later, special attention was paid on the 
infrastructure facilities, modernization, upgradation of technology, improvement in 
productivity and accelerated development. The small business saw new policies aiming at 
globalization, delicensation, marketisation etc., so as to develop and grow with the Indian 
economy and be a part of the world economy, not in isolation. This has in fact, enhanced 
the esteem and prestige of small business as never before. Though recessionary trends are 
casually sensed in our economy, the number of small businesses continued to rise, thanks 
to institutions like SIDBI. During the last five decades, the plan outlay for SSI has risen 
from Rs 52 million in the First Plan (1952) to Rs 28,480 million in the Eighth Plan 
(1990-1995). The number of small-scale units (registered as well as unregistered) have 
shown consistent growth. A number of small-scale units have registered a phenomenal 
growth from 12000 units in 1947 to 2.914 million in 1997. 

The small-scale industrial sector, during the last 50 years, has made phenomenal progress 
in diverse activities despite the zooming mortality rate. It is contributing most to the 
Indian economy in the form of employment, contribution to national domestic product, 
foreign exchange earnings etc. As on March 1995, the number of small-scale units in the 
country stood at 19 lakh in the organized sector, manufacturing about 7500 items, some of 
them based on local crafts, skills and raw materials, while others were employing sophisticated 
technologies and turning out products that compete even in the international markets. The 
total employment in the sector is over 437 lakh persons and within the sub-sectors, the 
small-scale sector employed nearly 188 lakh persons as in 1990-91. With regard to 
employment, it stands next to the agricultural sector, which is the biggest employer in the 
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economy. The output of this sector is valued at Rs 1,86,000 crores which formed 50 per 
cent of the total industrial production in 1990-91. On the export front, the direct exports 
from this sector were to the tune of Rs 18,000 crores, forming nearly one third of the total 
exports from the country during 1990-91. It also needs to be stated here that this sector 
has not been developed to its fullest potential and is beset with a number of problems 
which have impeded the development of this sector to full potential. The sickness sector is 
widespread and is growing at a faster rate engulfing a variety of industries which is resulting 
in huge losses in different shapes. 

CONCEPTUAL FRAMEWORK 

The core idea behind the small-scale industry is to increase the supply of manufactured 
goods, promote capital formulation, develop the indigenous entrepreneur’s talents and 
skills and creation of employment opportunities while providing more of regional socio¬ 
economic co-ordination as the decentralization and dispersal of manufacturing activities 
from the metropolitan to the non-metropolitan and rural areas takes place and reduction of 
regional economic imbalance within the country and diffusion of entrepreneurial and 
managerial activities and skills as well as technology throughout the country. Keeping the 
effectiveness of these varied facts in view, there have been considerable changes in the 
definitions of small-scale industry from time to time. The Small-scale Industries Board, in 
its first working meeting in 1955, adopted the first working definition of small-scale 
industrial units as ‘a unit employing less than 50 persons with use of power and with 
capital assets not exceeding Rs. 0.5 million’. The original concept was then amended, as 
conceptual clarity was realized from time to time. The Committee on Village and Small 
Industries had recommended, in the year 1956, that the small-scale industry should 
comprise of such units that had an overall investment of not more than Rs 5 lakhs in 
fixed assets and employed not more than 100 persons. While the fixed investment in 
a unit continues to be the main criterion for defining a SSI unit, the size of employment 
and use of power have been relegated to the background. The definition of SSI is 
as follows: 


DEFINITION OF SMALL-SCALE INDUSTRIAL 
UNDERTAKINGS 

The following requirements are to be complied with, by an industrial undertaking to be 
graded as a Small-scale Industrial Undertaking with effect from 21.12.1999: 

♦ An industrial undertaking in which the investment in fixed assets and in plant and 
machinery, whether held on ownership terms, on lease or on hire purchase, does not 
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exceed Rs 10 million. (Subject to the condition that the unit is not owned, controlled 
or a subsidiary of any other industrial undertaking). This definition is explained below: 

a. ‘Owned’ shall have the meaning as derived from the definition of the expression 
‘owner’ specified in clause (1) of section 3 of the said Act; 

b. ‘Subsidiary’ shall have the same meaning as in clause (47) of section 2, read with 
section 4, of the Companies Act, 1956 (1 of 1956); 

c. The expression ‘controlled by any other industrial undertaking’ means as under:- 

i. where two or more industrial undertakings are set up by the same person 
as a proprietor, each of such industrial undertakings shall be considered for 
the control by other industrial undertaking or undertakings 

ii. where two or more industrial undertakings are set up as partnership firms 
under the Indian Partnership Act, 1932 (1 of 1932), and one or more 
partners are common partner or partners in such firms, each such 
undertaking shall be considered to be controlled by the other undertaking 
or undertakings 

iii. where industrial undertakings are set up by companies under the Companies 
Act, 1956 (1 of 1956), an industrial undertaking shall be considered to be 
controlled by other industrial undertaking if; 

a. the equity holding by other industrial undertaking in it exceeds twenty 
four per cent of its total equity; or 

b. the management control of an undertaking is passed on to the other 
industrial undertaking by way of the Managing Director of the first 
mentioned undertaking being also the Managing Director or Director 
in the other industrial undertaking or the majority of directors on 
the board of the first mentioned undertaking being the equity holders 
in the other industrial undertaking in terms of the provisions of the 
following items (a) and (b) of sub-clause (iv) 

iv. the extent of equity participation by other industrial undertaking or 
undertakings in the undertaking as per sub-clause (iii) above shall be worked 
out as follows: 

a. the equity participation by other industrial undertaking shall include 
both foreign and domestic equity; 
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b. equity participation by other industrial undertaking shall mean total 
equity held in an industrial undertaking by other industrial 
undertaking or undertakings, whether small-scale or otherwise, put 
together as well as the equity held by persons who are directors in 
any other industrial undertaking or undertakings, even if the 
person concerned is a director in other industrial undertaking or 
undertakings; 

c. equity held by a person, having special technical qualification and 
experience, appointed as a director in a small-scale industrial 
undertaking, to the extent of qualification shares, if so provided in 
the Articles of Association, shall not be counted in computing the 
equity held by other industrial undertaking or undertakings, even if 
the person concerned is a director in other industrial undertakings or 
undertakings; 

v. where an industrial undertaking is a subsidiary of, or is owned or controlled 
by, any other industrial undertaking or undertakings in terms of sub-clauses 
(i); (ii); or (iii) and if the total investment in fixed assets in plant and 
machinery of the first mentioned industrial undertaking and the other 
industrial undertaking or undertakings clubbed together exceeds the limit 
of investment specified in paragraphs (1) or (2) of this notification as the 
case may be, none of these industrial undertakings shall be considered to 
be a small-scale or ancillary industrial undertaking. 


Notes 

(a) In calculating the value of plant and machinery for the purposes of paragraphs (1) and 
(2) of this notification, the original price thereof, irrespective of whether the plant 
and machinery are new or second hand, shall be taken into account. 

(b) In calculating the value of plant and machinery, the following shall be excluded, 
namely: 

i. the cost of equipments such as tools, jigs, dies, moulds and spare parts for 
maintenance and the cost of consumable stores. 

ii. the cost of the installation of plant and machinery. 

iii. the cost of research and development equipment and pollution control equipment. 
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iv. the cost of electricity generation sets and extra transformer installed by the 
undertaking as per the regulations of the State Electricity Board. 

v. the bank charges and service charges paid to the National Small Industries 
Corporation or the State Small Industries Corporation. 

vi. the cost involved in procurement or installation of cables, wiring, bus bars, 
electrical control panels (not those mounted on individual machines), oil circuit 
breakers or miniature circuit breakers which are necessarily to be used for providing 
electrical power to the plant and machinery or for safety measures. 

vii. the cost of gas producer plants. 

viii. transportation charges (excluding of sales tax and excise) for indigenous machinery 
from the place of manufacturing to the site of the factory. 

ix. charges paid for technical know-how for erection of plant and machinery. 

x. cost of such storage tanks which store raw materials, finished products only and 
are not linked with the manufacturing process. 

xi. cost of fire fighting equipments. 

(c) In the case of imported machinery, the following shall be included in calculating the 
value, namely: 

i. import duty (excluding miscellaneous expenses as transportation from the port 
to the site of the factory, demurrage paid at the port) 

ii. the shipping charges 

iii. custom clearance charges 

iv. sales tax. 

Every industrial undertaking which has been issued a certificate of registration under section 
10 of the said Act or a license under sections 11, 11A and 13 of the said Act by the central 
government and are covered by the provisions of paragraphs (1) and (2) above relating to 
the ancillary or small-scale industrial undertaking, may be registered, at the discretion of 
the owner, as such, within a period of one hundred and eighty days from the date of 
publication of this notification in the Official Gazette. 

There are different types of SSIs as given below: 

1. Ancillary Industrial Undertakings: The following requirements are to be complied 
with by an industrial undertaking for being regarded as an ancillary industrial 
undertaking. 
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An industrial undertaking which is engaged or is proposed to be engaged in the 
manufacture or production of parts, components, sub-assemblies, tooling or 
intermediates, or the rendering of services and the undertaking of supplies or renders 
or proposes to supply or render not less than 50 per cent of its production or services, 
as the case may be, to one or more other industrial undertakings and whose investment 
in fixed assets in plant and machinery, whether held on ownership terms or on lease or 
on hire-purchase, does not exceed Rs 10 million. 

2. Tiny Enterprises: Investment limit in plant and machinery in respect of tiny enterprises 
is Rs 2.5 million irrespective of location of the unit. 

3. Women Entrepreneurs: A small-scale industrial unit/industry related service or business 
enterprise, managed by one or more women entrepreneurs in proprietary concerns, or 
in which she/ they individually or jointly have a share capital of not less than 51% as 
partners/shareholders/directors of private limited company/members of co-operative 
society. 

The definition of small-scale industries has undergone changes over the years in terms of 

investment limits in the following manner: 


Year 

Investment Limits 

Additional Conditions 

1950 

Upto Rs 5 lakhs in fixed assets 

Less than 50/100 persons with 
or without power 

I960 

Upto Rs 5 lakhs in Plant & Machineiy 

No condition 

1966 

Upto Rs 7.5 lakhs in Plant & Machineiy 

No condition 

1975 

Upto Rs 10 lakhs in Plant & Machineiy 

No condition 

1980 

Upto Rs 20 lakhs in Plant & Machineiy 

No condition 

1985 

Upto Rs 35 lakhs in Plant & Machinery 

No condition 

1991 

Upto Rs 60 lakhs in Plant & Machineiy 

No condition 

1997 

Upto Rs 100 lakhs in Plant & Machineiy 

No condition 


Tabular representation of Small-scale Industries Vs Medium & Large Scale Industries 



SSI 

Medium & Large Scale Industries 

1 . 

SSI are engaged in manufacturing/Processing 
on small scale, the investment ceiling being Rs 1 
crore. There are items reserved for SSL 

Medium & Large Scale Industries are engaged in 
manufacturing/processing on larger scale. 

2. 

They are less capital intensive, involve use of 
moderate to intensive technology and are highly 
labour intensive. 

They are relatively more capital intensive, less 
labour intensive (in terms of capital to labour ratio) 
and have higher input of technology. 


Contd... 
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3. 

Industrial undertaking under SSI are required to 
register with Directorate of industries for 
allocation of scarce material, power supply & 
taxation. 

Industrial undertaking under medium and large 
industiy included in Schedule 1 of the act are 
subject to registration & licensing with the 
government within prescribed time. 

4. 

SSI are governed by rules & regulations of State 
Government and Directorate of Industries. 

Medium & Large Scale Industries are governed by 
the rules & regulations of IDRA, Act 

5. 

Ownership of SSI is in the hands of few: it is 
either single proprietary or partnership. 

Ownership expands to either public or private 
limited undertakings. 

6. 

SSI usually produce goods that are consumed by 
local population. 

Whereas Medium & Large Scale Industries produce 
goods consumable by masses. 

7. 

SSI have a small gestation period 

Medium & Large Scale Industries Have a longer 
gestation period. 

8. 

Training is imparted on the principles of 
'/earning by doing'm SSI as they have little or 
no budget for training. 

Training is imparted through modern methods of 
management as they have large budgets. 

9. 

Government intervention is comparatively less 
in a SSI. 

Government can order an investigation in respect 
to any scheduled industiy or undertaking if, in its 
opinion there is marked deterioration in Quality, 
increase in price or serious injury to consumers. 

10. 

All management functions planning, organizing, 
controlling & directing is done by the 
entrepreneurs themselves 

Management functions are carried on by specialized 
professionals. 


SSI POLICY STATEMENT 

Date : 6 th August, 1991 

A. Small and Tiny Enterprises 

Introduction 

The small-scale industrial sector has emerged as a dynamic and vibrant sector of the economy 
during the eighties. At the end of the seventh plan period, it accounted for nearly 35 per 
cent of the gross value of output in the manufacturing sector and over 40 per cent of the 
total exports from the country. It also provided employment opportunities to around 12 
million people. 

The primary objective of the Small-scale Industrial Policy during the nineties would be to 
impart more vitality and growth-impetus to the sector to enable it to contribute its mite 
fully to the economy, particularly in terms of the growth of output, employment and 
exports. The sector has been substantially delicensed. Further efforts would be made to 
deregulate and de-bureaucratize the sector with a view to remove all fetters on its growth 
potential, reposing greater faith in small and young entrepreneurs. 

All statutes, regulations and procedures would be reviewed and modified, wherever necessary, 
to ensure that their operations do not militate against the interests of the small and village 
enterprises. 
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Tiny Enterprises 

Government has already announced increase in the investment limits in plant and machinery 
of small-scale industries, ancillary units and export-oriented units to Rs 6 million, Rs 7.5 
million and Rs 200 thousand respectively. Such limits in respect of “Tiny” Enterprises 
would now be increased from the present Rs 200 thousand to Rs. 500 thousand, irrespective 
of location of the unit. Limit in plant and machinery for determining the status of SSI/ 
ancillary units as on date is Rs 10 million. For tiny, it is Rs 2.5 million and for SSSBE, Rs 
500 thousand. 

♦ Service sub-sector is a fast growing area and there is a need to provide support to it in 
view of its recognized potential for generating employment. Hence, all industry-related 
service and business enterprises, recognized as small-scale industries, and their 
investment ceilings would correspond to those of tiny enterprises. 

♦ A separate package for the promotion of tiny enterprises is now being introduced. 
This constitutes the main thrust of the government’s new policy. 

♦ While the small-scale sector (other than ‘tiny enterprises’) would be mainly entitled 
to one-time benefits (like preference in land allocation/power connection, access to 
facilities for skill/technology upgradation), the ‘tiny’ enterprises would also be eligible 
for additional support on a continuing basis, including easier access to institutional 
finance, priority in the Government Purchase Programme and relaxation from certain 
provisions of labour laws. 

♦ It has also been decided to widen the scope of the National Equity Fund Scheme to 
cover projects up to Rs 1 million for equity support (upto 15 per cent). Single Window 
Loan Scheme has also been enlarged to cover projects upto Rs 2 million with working 
capital margin upto Rs 1 million. Composite loans under Single Window Scheme, 
now available only through State Financial Corporations (SFCs) and twin function 
State Small Industries Development Corporation (SSIDCs), would also be channelised 
through commercial banks. This would facilitate access to a larger number of 
entrepreneurs. 


Financial Support Measures 

♦ Inadequate access to credit - both short-term and long-term - remains a perennial 
problem facing the small-scale sector. Emphasis would henceforth shift from subsidized/ 
cheap credit, except for specified target groups, and efforts would be made to ensure 
both adequate flow of credit on a normative basis, and the quality of its delivery, for 
viable operations of this sector. A special monitoring agency would be set up to oversee 
that the genuine credit needs of the small-scale sector are fully met. 



Chapter II: Small-scale Industiy ■ 245 


♦ To provide access to the capital market and to encourage modernization and 
technological upgradation, it has been decided to allow equity participation by other 
industrial undertakings in the SSI, not exceeding 24 per cent of the total shareholding. 
This would also provide a powerful boost to ancillarisation and sub-contracting, leading 
to expansion of employment opportunities. 

♦ Regulatory provisions relating to the management of private limited companies are 
being liberalized. A Limited Partnership Act will be introduced to enhance the supply 
of risk capital to the small-scale sector. Such an Act would limit the financial liability 
of the new and non-active partners/entrepreneurs to the capital invested. 

♦ A beginning has been made towards solving the problem of delayed payments to 
small industries by setting up of ‘factoring’ services through Small Industries 
Development Bank of India (SIDBI). Network of such services would be set up 
throughout the country and operated through commercial banks. A suitable legislation 
will be introduced to ensure prompt payment of small industries’ bills. 

Infrastructural Facilities 

♦ To facilitate location of industries in rural/backward areas and to promote stronger 
linkages between agriculture and industry, a new Scheme of Integrated Infrastructural 
Development (including Technological Back-up Services) for small-scale industries 
would be implemented with the active participation of state governments and financial 
institutions. A beginning in this direction will be made this year itself. 

♦ A Technology Development Cell (TDC) would be set up in the Small Industries 
Development Organization (SIDO) which would provide technology inputs to 
improve productivity and competitiveness of the products of the small-scale sector. 
The TDC would coordinate the activities of the Tool Rooms, Process-cum-Product 
Development Centres (PPDCs), existing as well as to be established under SIDO and 
would also interact with the other industrial research and development organizations 
to achieve its objectives. 

♦ Adequacy and equitable distribution of indigenous and imported raw materials would 
be ensured to the small-scale sector, particularly the tiny sub-sector. Policies would be 
so designed that they do not militate against entry of new units. Based on the capacity 
needs, tiny/small-scale units would be given priority in allocation of indigenous raw 
materials. 

♦ A proper and adequate arrangement for delivery of total package of incentives and 
services at the district level will be evolved and implemented. 
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Marketing and Exports 

♦ In spite of the vast domestic market, marketing remains a problem area for small and 
tiny enterprises. Mass consumption labour intensive products are predominantly being 
marketed by the organized sector. The tiny/small-scale sector will be enabled to have 
a significant share of such markets. In addition to the existing support mechanism, 
market promotion would be undertaken through co-operative/public sector 
institutions, other specialized/professional marketing agencies and consortia approach, 
backed up by such incentives, as considered necessary. 

♦ National Small Industries Corporation (NSIC) would concentrate on marketing of 
mass consumption items under common brand name, and organic links between 
NSIC and SSIDCs would be established. 

♦ Government recognizes the need to widen and deepen complementarity in production 
programmes of large/medium and small industrial sectors. Parts, components, sub- 
assemblies, etc., required by large public/private sector undertakings would be 
encouraged for production in a techno-economically viable manner through small- 
scale ancillary units. Industry associations would be encouraged to establish sub¬ 
contracting exchanges, in addition to strengthening the existing ones under the SIDO. 
Emphasis would also be laid on promotion of a viable and competitive ‘component’ 
market. 

♦ Though the small-scale sector is making significant contribution to total exports, 
both direct and indirect, a large potential remains untapped. The SIDO has been 
recognized as the nodal agency to support the small-scale industries in export promotion. 
An Export Development Centre would be set up in SIDO to serve the small-scale 
industries through its network of field offices to further augment export activities of 
this sector. 


Modernization, Technological And Quality Upgradation 

♦ A greater degree of awareness to produce goods and services conforming to national 
and international standards, would be created among the small-scale sector. 

♦ Industry Associations would be encouraged and supported to establish quality 
counselling and common testing facilities. Technology Information Centres are meant 
to provide updated knowledge on technology and markets would be established. 

♦ Where non-conformity with quality and standards involves risk to human life and 
public health, compulsory quality control would be enforced. 

♦ A re-oriented programme of modernization and technological upgradation aimed at 
improving productivity, efficiency and cost effectiveness in the small-scale sector would 
be pursued. Specific industries in large concentrations/clusters would be identified 
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for studies in conjunction with SIDBI and other banks. Such studies will establish 
commercial viability of modernization prescriptions and financial support would be 
provided for modernization of these industries on a priority basis. 

♦ Indian Institutes of Technology (IITs) and selected regional/other engineering Colleges 
will serve as Technological Information, Design and Development Centres in their 
respective command areas. 

Promotion of Entrepreneurship 

♦ Government will continue to support first generation entrepreneurs through training 
and their efforts. Large number of EDP trainers and motivators will be trained to 
significantly expand the Entrepreneurship Development Programmes (EDP). Industry 
Associations would also be encouraged to participate in this venture effectively. 

♦ EDP would be built into the curricula of vocational and other degree level courses. 

♦ Women entrepreneurs will receive support through special training programme. 
Definition of “Women Enterprises” would be simplified. The present stipulation 
regarding employment of the majority of women workers would be dispensed with 
and units in which women entrepreneurs have a majority shareholding and management 
control, would be defined as ‘Women Enterprises’. 

Simplification of Rules and Procedures 

♦ The persistent complaint of small-scale units that they are being subjected to a large 
number of Acts and Laws, are required to maintain a number of registers and submit 
returns, and face an army of inspectors, would be attended to within a specified time 
frame of three months. 

♦ Procedures would be simplified, bureaucratic controls effectively reduced, unnecessary 
interference eliminated and paperwork cut down to the minimum, to enable the 
entrepreneurs to concentrate on production and marketing functions. 

Village Industries 

Handloom Sector 

♦ Handloom sector contributes about 30 per cent of the total textile production in the 
country. It is the policy of the government to promote handlooms to sustain 
employment in rural areas and to improve the quality of life for handloom weavers. 
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♦ Schemes for the handloom sector will be redesigned keeping in mind the local and 
regional needs. Constraints of coverage will be removed so as to include bulk of the 
weavers, who are outside the corporate/co-operative fold. 

♦ Existing schemes will be redrawn and suitably revised under three major heads: 

a. Project Package Scheme: Under this scheme, area-based projects for product 
development, upgradation of technology, improvement of marketing facilities 
will be drawn up. 

b. Welfare Package Scheme: Number of welfare schemes and quantum of funds 
earmarked for them will be substantially augmented. 

c. Organization Development Package: Schemes for participation in the share capital 
will be redrawn under organizational development scheme for imparting a better 
management system in the existing state agencies. 

♦ Janta cloth scheme, which sustains weavers often on a minimum level of livelihood 
will be phased out by the terminal year of the VIII Plan and replaced by the Omnibus 
Project Package Scheme under which substantial funds will be provided for 
modernization of looms, training, provision of better designs, provision of better dyes 
and chemicals and marketing assistance. 

♦ A vastly expanded role for the National Handloom Development Corporation (NHDC) 
is envisaged. NHDC would be the nodal agency for increasing the supply of yarn and 
of dyes and chemicals. Spinning capacity in the co-operative sector will be increased. 
National Co-operative Development Corporation will provide more assistance for this 
in the form of seed money, both for cotton growers, spinning mills and weavers' 
spinning mills. 

♦ For improving marketing of handloom products, a more intensive implementation of 
schemes for design and product improvement by national level publicity, exhibitions, 
and design exercise will be undertaken. A special scheme will be drawn up to the graduate 
level of handloom production, which is often of low value items, to high value products 
suitable for export markets. This will be done by better design inputs, upgradation of 
technology, and diversion of weavers from cotton to silk and tassar weaving. Special 
projects for modernization of looms for products suitable for export markets will be 
drawn up. 

Handicrafts Sector 

♦ The key areas in handicrafts that could contribute towards a faster pace of rural 
industrialization are production and marketing. Schemes for training, design and 
development for production and marketing assistance will be given encouragement. 
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♦ Considering the importance of this sector from the point of view of employment and 
exports, it is proposed to provide an integrated development thrust to this sector with 
a view to enlarge the production base, thus enhancing the opportunities for employment 
and income through crafts as an economic activity and to give it necessary inputs for 
quality improvement and effective marketing support both internally and overseas. 
Efforts will be made not only to preserve the traditional richness of the crafts, but to 
engage the hereditary skills of the craftspersons to suit modern requirements. 

♦ Emphasis will be given to the following: 

❖ Extension of services like supply of raw materials, design and technical guidance, 
market support, training and procuring of related materials/inputs in an integrated 
and area-based manner, through the setting up of craft development centres in 
identified clusters of villages. 

❖ Market development support in the form of a package of assistance through 
expansion of marketing infrastructure, exhibitions, publicity, etc., through Central 
and State Handicrafts Corporations, voluntary organizations and support to direct 
marketing activity by crafts persons. 

❖ Expansion of training activities by greater involvement of State Handicrafts 
Development Corporations, Co-operatives and voluntary organizations. 

❖ Measures to sustain increased exports of handicrafts through new marketing 
channels like trading companies, departmental stores, etc. 


Other Village Industries 

♦ Government recognizes the need to enhance the spread of rural and cottage industries 
towards stepping up non-farm employment opportunities. 

♦ The activities of the Khadi and Village Industries Commission and the State Khadi 
and Village Industries Board will be expanded and the organizations strengthened to 
discharge their responsibilities more effectively. 

♦ There will be a greater emphasis on improving the quality and marketability of the 
products pari passu with consumer preferences instead of merely depending on rebates 
and subsidies. 

♦ While the plan allocation for rural industries will be augmented, effective steps will 
also be taken to ensure better flow of credit from the financial institutions and a more 
coordinated and optimal utilization of different development schemes and agencies 
operating in the rural sector. Bankability of projects undertaken in this sector would 
be stressed. 
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♦ The programmes of intensive development of KVI through area approach with the 
tie-up with DRDA, TRYSEM and ongoing developmental programmes relating to 
weaker sections like scheduled castes, scheduled tribes and women would be extended 
throughout the country. 

♦ The traditional village industries would be given greater thrust. Involvement of 
traditional and reputed voluntary organizations will be encouraged. 

♦ Agro processing and food processing industries in KVI sector using appropriate 
technologies would be promoted with a view to utilize locally available agricultural 
produce and promote employment/resource generation in the countryside. 

♦ Functional industrial estates would be established in areas with concentration of 
agricultural/horticultural produce. 

♦ R & D in KVI sector would be strengthened through greater linkages with CSIR and 
other research institutions in the areas of production, finishing/packaging, processes 
and development of new tools and implements. 

♦ The training programmes would be upgraded and augmented to cover the expanded 
list of industries under the purview of the KVIC. 


Details of Comprehensive Policy Package on SSI & Tiny Sector announced by the 
Prime Minister on 30th August 2000 

(i) Raising the exemption for excise duty limit from Rs. 50 lakh to Rs. One crore to improve the competitiveness 
of small-scale sector. 

(ii) Providing Credit Linked capital subsidy of 12 per cent against loans for technology upgradation in specified 
industries. 

(iii) Conducting of the third census of small-scale industries by the Ministry of SSI & ARI after a gap of 12years. 
This census would also cover sickness and its causes. 

(iv) Raising the limit of investment in Industry related service and business enterprise from the present level of Rs. 
5.00 lakh to Rs. 10 lakh. 

(v) Continuation of the ongoing scheme of granting Rs. 75,000 to each small-scale enterprise for obtaining ISO 
9000 certification till the end of the X Plan. 

(vi) SSI associations encouraged to develop and operate testing laboratories. One time capital grant of 50 per 
cent will be given on reimbursement basis to such associations after detailed examination of each case. 

(vii) Raising of the limit for composite loans from Rs. 10 lakh to Rs. 25 lakh. 

(viii) Constitution of group under the Cabinet Secretary to suggest/recommend streamlining of inspection and 
repeal of redundant laws and regulations applicable to the sector. 

(ix) Increasing the coverage of ongoing Integrated Infrastructure Development (110) scheme to progressively 
cover all areas in the country with 50 per cent reservation for rural areas and 50 per cent of plots will be 
earmarked for tiny sector. 

(x) Raising the family income eligibility limit of Rs. 24,000 to Rs. 40,000 per annum. Under the Prime Minister's 
Rozgar Yojana (PMRY) which finances setting up of micro enterprises and generates employment for the 
educated unemployed. 
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Other measures taken to promote the SSI sector 

1. Two new schemes aimed at addressing to the problem of collaterals faced by the SSI units and to encourage 
technology upgradation are: 

(i) Credit Guarantee Fund (Scheme) for SSI - The Credit Guarantee Scheme has been launched to provide 
guarantee for loans upto Rs. 25 lakh extended by Commercial banks, selected well performing Regional Rural 
Banks and other Financial institutions without any collateral including third party guarantee. 

(ii) Credit Linked Capital Subsidy Scheme for Technology Upgradation - Government has approved this scheme 
on 20th September 2000, wherein 12 per cent back ended capital subsidy would be admissible on loans 
advanced to SSI by the Scheduled Commercial banks designated SFCs for technology upgradation in certain 
sub sectors. 

2. Enhancing the excise exemption limit for SSIs - The limit has been enhanced from Rs. 50 lakh to Rs. I crore 
with effect from I st September 2000. 

3. Improving Credit to SSIs - Steps taken to improve credit flow to SSIs are 

(i) Composite Loan Scheme Limit enhanced to Rs. 25 lakh. 

(ii) For loans upto Rs. 5 lakh, the collateral security requirement has been dispensed with. 

(iii) RBI has constituted a committee to monitor the flow of credit to SSI under the Chairmanship of its Deputy 
Governor. 

4. Dereservation of Ready-made Garments - The dereservation is expected to help the sector by technology 
upgradation, enhancement of productivity, Quality consciousness, product diversification, increase in exports 
and innovative marketing strategies and maximizing employment opportunities. 

5. Enhancement of investment ceiling for Small-scale Service and Business (Industiy related) Enterprises - The 
limit has been enhanced from Rs. 5 lakh to Rs. 10 lakh. 


PROCEDURE FOR SSI REGISTRATION 

Small-scale and ancillary units (i.e., undertakings with investment in plant and machinery 
of less than Rs 6.0 million and Rs 7.5 million respectively) should seek registration with 
the Director of Industries of the concerned state government. 


Tabular Representation of Small-scale Industries vs Medium and Large-scale Industries 


SSI 

Medium and Large-scale Industries 

1. 

SSI are engaged in manufacturing/processing 
on small scale. The investment ceiling being 

Rs 1 crore. There are items reserved for SSL 

Medium and Large-scale industries are engaged in 
manufacturing/processing on larger scale. 

2. 

They are less capital intensive, involved in 
moderate to intensive technology and are 
highly labour intensive. 

They are relatively more capital intensive, less labour 
intensive (in terms of Capital to labour ratio) and have 
higher input of technology. 

3. 

Industrial undertaking under SSI are reouired 
to register with Directorate of industries for 
allocation of scarce material, power supply 
and taxation. 

Industrial undertaking under medium and large industiy 
included in Schedule I of the act are subject to 
registration and licensing with the government within 
prescribed time. 

4. 

SSI are governed by rules and regulations of 
State Government and Directorate of 

Industries. 

Medium and large-scale industries are governed by 
the rules and regulations of IDRA, Act. 


Contd... 
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5. 

Ownership of SSI is in the hands of 
few it is either single proprietary or 
partnership. 

Ownership expands to either public or private 
limited undertakings. 

6. 

SSI usually produce goods that are 
consumed by local population. 

Whereas medium and large-scale industries 
produce goods consumable by masses. 

7. 

SSI have a small gestation period. 

Medium and large-scale industries have a 
longer gestation period. 

8. 

Training is imparted on the principles 
of 'learning by doing' in SSI as they 
have little or no budget for training. 

Training is imparted through modern methods 
of management as they have large budgets. 

9. 

Government intervention is compara¬ 
tively less in a SSI. 

Government can order an investigation in 
respect to any scheduled industry or 
undertaking if, in its opinion there is marked 
deterioration in quality, increase in price or 
serious injury to consumers. 

10. 

All management functions planning, 
organizing, controlling and directing 
is done by entrepreneurs themselves. 

Management functions are carried on by 
specialized professionals. 


Registering SSI Unit 

The main purpose of registration is to maintain statistics and a roll of such units for the 
purposes of providing incentives and support services. 

States have generally adopted uniform registration procedures as per the guidelines. However, 
there may be some modifications done by states. It must be noted that small industries is 
basically a state subject. States use the same registration scheme for implementing their 
own policies. It is possible that some states may have a ‘SIDO registration scheme’ and a 
‘State registration scheme’. 

Benefits of Registering 

The registration scheme has no statutory basis. Units would normally get registered to avail 
some benefits, incentives or support given either by the central or state government. The 
regime of incentives offered by the centre generally contains the following: 

♦ Credit prescription (priority sector lending), differential rates of interest etc. 

♦ Excise Exemption Scheme 

♦ Exemption under Direct Tax Laws 

♦ Statutory support such as reservation and the Interest on Delayed Payments Act. 
(It is to be noted that the Banking Laws, Excise Law and the Direct Taxes Law have 
incorporated the word SSI in their exemption notifications. Though, in many cases 
they may define it differently. However, generally the registration certificate issued by 
the registering authority is seen as proof of being SSI). 
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States/UTs have their own package of facilities and incentives for small-scale industries. They 

relate to development of industrial estates, tax subsidies, power tariff subsidies, capital 

investment subsidies and other support. Both the centre and the state, whether under law or 

otherwise, target their incentives and support packages generally to units registered with them. 

Objectives of the Registration Scheme 

They are summarized as follows: 

♦ To enumerate and maintain a roll of small industries to which the package of incentives 
and support are targeted. 

♦ To provide a certificate enabling the units to avail statutory benefits mainly in terms 
of protection. 

♦ To serve the purpose of collection of statistics. 

♦ To create nodal centres at the centre, state and district levels to promote SSI. 

Features of the Scheme 

Features of the scheme are as follows: 

♦ DIC is the primary registering centre. 

♦ Registration is voluntary and not compulsory. 

♦ Two types of registration is done in all states. First, a provisional registration certificate 
is given and after commencement of production, a permanent registration certificate 
is given. 

♦ PRC is normally valid for 5 years and permanent registration is given in perpetuity. 

Provisional Registration Certificate (PRC) 

♦ This is given for the pre-operative period and enables the units to obtain the term 
loans and working capital from financial institutions/banks under priority sector 
lending. 

♦ Obtain facilities for accommodation, land, other approvals etc. 

♦ Obtain various necessary NOCs and clearances from regulatory bodies such as Pollution 
Control Board, Labour Regulations etc. 
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Permanent Registration Certificate 

This certificate enables the unit to get the following incentives/concessions: 

♦ Excise exemptions 

♦ Income-tax exemption and sales tax exemption as per state government policy. 

♦ Incentives and concessions in power tariff etc. 

♦ Price and purchase preference for goods produced. 

♦ Availability of raw material depending on existing policy. 

Procedure for Registration 

Features of the present procedures are as follows: 

♦ A unit can apply for PRC for any item that does not require industrial licence which 
means items listed in Schedule-Ill and items not listed in Schedule-I or Schedule-II 
of the licencing Exemption Notification. Units employing less than 50/100 
workers with/without power can apply for registration even for those items included 
in Schedule-II. 

♦ Unit applies for PRC in prescribed application form. No field enquiry is done and 
PRC is issued. 

♦ PRC is valid for five years. If the entrepreneur is unable to set up the unit in this 
period, he can apply afresh at the end of five years period. 

♦ Once the unit commences production, it has to apply for permanent registration on 
the prescribed form. (The schedules and proformas are available on the website 
www.laghu-udyog.com). 

The following forms the basis of evaluation: 

♦ The unit has obtained all necessary clearances whether statutory or administrative, 
e.g., drug licence under drug control order, NOC from Pollution Control Board, if 
required etc. 

♦ Unit does not violate any locational restrictions in force, at the time of evaluation. 

♦ Value of plant and machinery is within prescribed limits. 

♦ Unit is not owned, controlled or a subsidiary of any other industrial undertaking as 
per notification. 
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De-registration 

A small-scale unit can violate the regulations in the following ways which will make it liable 

for de-registration: 

♦ It crosses the investment limits. 

♦ It starts manufacturing any new item or items that require an industrial licence or 
other kind of statutory licence. 

♦ It does not satisfy the condition of being owned, controlled or being a subsidiary of 
any other industrial undertaking. 

THE STRENGTHS AND WEAKNESSES OF SMALL BUSINESS 
The Strengths 

1. Innovative and Techno-managerial Skills: Small businesses tend to be mavericks and 
it is often the mavericks, who extend the frontiers of knowledge. Ideas are rather stock 
in trade. In fact, study after study shows that significant innovations are as likely to 
come from small business or from individuals as from big businesses. The innovative 
essence in small business in the twentieth century can be seen at a wider range like air 
conditioning, courier fast services, software and hardwares, electrostatics and xeroxing 
etc. The extent of contribution on the part of these innovations are hardly measurable. 
The contribution is just not the better quality product at lower price, but also an 
affordable comfort of life with better quality and efficiency. It can be thus, safely 
asserted that the incentives to innovate are greater in SSIs mostly because small business 
has the potential to create or capture the entire industry, while big business often 
concentrates and protects its market niche. At the same time, the motivation to innovate 
is greater not only because of the prospect of generous financial rewards, but also 
because of the small business’s creative drive and the need for peer recognition as an 
overall achiever. 

Thus, apart from direct benefits to a nation’s economy through the ‘value-added by 
manufacture’ resulting from the production in the small sector, it also provides an 
extensive training and practicing base for innovative and entrepreneurial talents in 
various directions. Personal identification by such talents, with the hopes, aspirations 
and fortunes of the enterprise, have profound psychological bearing in promoting the 
social and economic climate of a nation. The value of these go beyond the immediate 
peculiarly gains by encouraging a spirit of self-help through successful improvisations 
and innovations, which benefits the individuals as well as the society at large. 

2. The Enterprising Spirit: The colonial experience of India prevented the growth of 
entrepreneurship in every significant measure. The heavy emphasis on agriculture 
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and consequent ruination of industry scorched any type of entrepreneurial development 
on a large scale. The social tradition as well as cultural values, inherent in the Indian 
ethos, have emphasized a rigid professional classification in terms of caste and 
communities. Any deviation from historically and culturally determined professional 
grooves is viewed adversely and hence, acts as a dampener in social and economic 
mobility and emergence of entrepreneurship. The growth of small-scale industry has 
a vital role to play in the evolution of the entrepreneurial psyche in those social classes 
and geographical areas which have hitherto been untouched by entrepreneurship. It 
is significant that nearly 50% of the new start-ups are made by first generation 
entrepreneurs. Thus, SSI plays a major role in nurturing entrepreneurship in an 
industrially backward economy. 

3. Employment Generation: Indian economy is hugely dependent on small industries 
for its teeming millions who are unemployed. The post-liberalized era has in fact, 
generated higher potentials nationally in quick expanding industries such as health 
care and computer software with small business accounting for the lion’s share. With 
the addition of a small unsophisticated unit, one is assured of employment generation, 
whereas with an addition of a big sophisticated technological industrial unit one fears 
the loss of employment. In simple words, the small business is a job engine. 

4. Distribution of Economic Power: The equality argument implies that the income 
generated from large number of small enterprises is distributed more widely in the 
community as compared to income generated in a few large enterprises. The income 
benefit to small enterprises is derived by a large population, while large enterprises 
encounter more concentration of economic power. In this way small enterprises 
bring about greater equality of income distribution. It is also held that as most 
of the small enterprises are either proprietary or partnership concerns, the relations 
between the workers are more harmonious in small enterprises than those of large 
enterprises. 

5. Exports Potentiality: It has been the experience of Asian Tigers like Japan, Hong 
Kong, South Korea, Singapore and Taiwan, that a strong and viable small industrial 
sector is necessary for successful export-oriented growth. In the early stage of 
manufactured export growth, SSI can play a significant role since its products are 
labour intensive. Small firms have the advantage of low overheads and the capacity to 
respond quickly to changing conditions. There is a growing international preference 
for high quality personalized items, often skill intensive, in place of mass produced 
ones. Such products require flexibility, which often gives the smaller firm an advantage. 

6. Adjustability and Adaptability: Small-scale industries have an exceptional quality of 
being able to adapt and adjust to changing, and some times disruptive, economic 
circumstances. This is specially important in the Indian context where the last three 
decades have witnessed fundamental shocks, demanding flexible responses from firms. 
According to some authors, traditional mass production units have been less successful 
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in this regard than small establishments based on modern version of craft principles 
that ‘flexible tasks and machines augment the craftsmen’s skills and ability to produce 
ever more varied products’. 

The most influential work embodying these ideas is that of Piore and Sabel (1984). 
Their paradigm of successful ‘flexible adjustment’ comes from the recent experience 
in Italy, Germany and Japan of a new type of industrial unit — flexible, small and 
better able to respond to the challenges of the last two decades, than the giant plants 
of older industrial countries like the United States. 

7. Decentralization of Industry: Large enterprises are most concentrated in metropolitan 
cities. The smaller towns and the country side, in order to benefit from modern 
industrialism, must encourage small enterprises. Industrialization of the country can 
become complete only, if it penetrates into the remote corners of the country. It may 
be true that it is not possible to start small enterprises in every village, but it is quite 
possible to select a group of villages and start small enterprises to cater to the needs of 
the small area from the focal center. The International perspective Planning Team 
rightly pointed out that the policy of trying to implant large amounts of industry in 
the most backward areas or directly in villages is deemed to failure and cannot be 
justified economically. The focus for industrial development under a dispersal policy 
should be neither the metropolis nor the village, but rather the large range of potentially 
attractive cities and towns between these two extremes. Decentralization of industrial 
enterprises also helps to tap local resources such as raw materials, idle spacing, local 
talents and also improves the standard of living in backward regions. 

Thus, SSI also contributed significantly to decentralization. Support for SSI has often 
been based in part, on the hope of reducing the excessive infrastructure and social 
costs associated with big assembly plants and large urban agglomerations. It has been 
the experience of countries like Taiwan that small-scale industries play a major role in 
better utilization of local resources, both material as well as human. In a country like 
India where population is historically tied up with land and family, its geographical 
mobility is highly restricted. Thus, the establishment of smaller industries with wide 
geographical dispersal helps in providing better opportunities of employment to people 
in the vicinity of their family and farm. 

8. Investment and Capital Oriented: One of the biggest contributions of SSI is the 
investments made in terms of equity and capital. With comparatively lower capital 
requirements and lower skill potentials, SSIs can be set up by less affluent sections of 
entrepreneurs and even in areas which might, infrastructurally, not be adequately 
endowed. It has significantly contributed to even distribution of incomes to those 
groups of people who have been, historically, economically disenfranchised. This helps 
in not only removing and reducing social inequalities, but also regional disparities. 
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Its contribution to capital formation has touched the historically backtrodden sections 
of the country which were so far lagging behind due to neglect and lack of financial 
supports, thus, covering those sections of society and the geographical areas which 
have remained out of the national mainstream for long. 

9. Mobilization of Resources: The small enterprises are able to tap talent resources. In 
fact, the growth of an entrepreneurial class requires a congenial environment. Small 
enterprises provide that environment which encourages a growing network of feeder 
and complementary relations among plants and firms. It is in this environment that 
latent talents of individual entrepreneurs find self expression in localized innovations 
and cost saving measures. This has resulted in the growth of a very large number of 
small firms in the post independence period and has established the fact that the 
latent resources of enterprises can be tapped by the growth of small enterprises only. 

10. Variety in the Product Offered: An important contribution of SSI is in the field of 
product differentiation. Even when firms of different sizes produce ostensibly the 
same product (for example, a bar of soap), the qualities contained in different brands 
of soaps will differ markedly. Small firms generally cater to the low-income groups 
and therefore tend to concentrate on brands, which emphasize basic product attributes, 
such as cleaning power over more cosmetic properties, such as fragrance. Simple 
technologies could be more appropriate in the production of basic attributes, 
meeting the demands of low-income consumers. Small or micro enterprises 
are able to use such technologies successfully with low capital-labour ratios, 
while larger capital intensive firms catering to the high income segment may use 
more mechanized technologies to produce the attributes demanded by wealthier 
consumers. 

11. Social Equilibrium: In the Indian context, where SSI has tended to cater to the price 
sensitive population, the use of technology has generally been limited. This has 
enabled the employment of less skilled people, who otherwise have little scope of 
migrating and finding employment in larger industries. In a way SSI makes a 
contribution to social stabilization by preventing large-scale migration which might 
cause social disequilibrium. 

12. Optimum Use of Capital: A strong argument in favour of small-scale industries lies in 
its better and more efficient utilization of capital in creation of employment. In 
1997-98 alone, SSIs accounted for employment of over 17 million people. It is 
labour-intensive and hence an investment of Rs 1 million provides employment to 
173 persons. In contrast, a large-scale unit requires about five times the same investment 
to generate a similar number of employment. 
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13. Dependence of Big Business on Small-scale industries: Our economy depends more on 
the small business than the larger ones. In fact, the large businesses itself depend on 
the smaller ones. Their potential to sell more than the big manufacturers to consumers 
and to provide services, supplies and raw materials to the big businesses have made 
big businesses more dependent on smaller ones. Small businesses can supply more 
cheaply those kinds of products and services whose volume is small, those that demand 
close personal contact with customers and those that must meet each customer’s 
unique needs. 

14. Optimal Utilization of Local Resources: The wide dispersal of SSIs also contributes to 
an effective and optimal utilization of local resources. This is augmented by the fact 
that the use of traditional or conservative technologies by the SSI, does not require 
superior inputs. The servicing of local demands and markets by SSI enables better 
utilization of local resources specially raw material, which, if transported outside, will 
lead to drain of material from backward areas to better developed areas and hence, 
perpetuate regional disparities and geographical imbalances. 

The Weaknesses 

In contrast to the brighter sides of the small-scale industries as stated above, there are 
several darker sides which reflect problems that are unique to small business and thus defies 
analysis. One of the most deeply held weakness of SSIs is that, about half of all the new 
businesses die within one and a half years of their birth, in their infancy. In fact, there is no 
reliable data available regarding the start-up or the failure rate at the inception level. The 
irony of the fact is that even the very concept of ‘failure’ is not clear under which it could be 
measured. The true failure goes unnoticed and sometimes a failure shown on paper may 
not be a true failure. The natural question arises as to what makes them so easily dead. One 
of the reasons can be their easy entry into business. No rule has been established that 
disallows people from entering into the business and to be their own boss. More over, they 
can choose almost any line of business they like. They may have lot of experience or they 
may not be having any idea of the business after both are equally qualified to start a new 
enterprise. He/She can be penniless/millionaire or educated/entirely uneducated or aware/ 
totally unaware of market conditions — either way they have the freedom of opportunity 
to launch their own business of their choice. Though this freedom is essential for an economy 
like India but, at times, people forget that this freedom of opportunity would imply not 
only freedom to success but, at the same time, on equal ground freedom to fail. The 
unpredictability of this hard fact has often caused drastic tragedies and consequences in 
small enterprises. 
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Thus, it is more important to understand the reasons of failure than success at the inception 
stage to keep people alert to the very roots of their weaknesses. During the primary 
investigation, an attempt was made to search out the reasons of why small businesses become 
successful or unsuccessful which, if taken proper notice, can be treated accordingly and the 
weaknesses can be checked in time. 

♦ Small businesses that have not undergone proper planning have more chances of 
failure than those that have proper planning strategies. 

♦ Initiators with weak financial background are more likely to fail than those having 
strong investment avenues. 

♦ Entrepreneurs without proper experiences of industry are more liable to fail than 
those having experience in industry area. The experience may be a training on spot or 
learning on their ancestral business. But a related experience would be a facilitator in 
running a business and saving him from handicaps and mishaps. 

♦ Younger generation with less dynamism/ experience/learning are more prone to failures 
than the older ones. 

♦ Entrepreneurs who have undergone some training or education of the industrial 
area are less prone to sickness than those who have started without any technical 
knowledge. 

♦ A single handed small business with all responsibilities lying on one shoulder will 
have greater chance of neglect and failure than those where responsibilities are shared 
by more than one persons with clarity and specialization. 

♦ Knowledge of marketing is the key to successful venture; lack of which leads to distress 
for the enterprises. 

♦ A high technology profile generally conjures up images of such emerging industries. 
It is a hard faced fact that industries in Uttar Pradesh are highly lacking the technological 
base which makes them more weak. 

Interestingly, the entrepreneurs do not know how to overcome their sense of futility about the 
social problems, racial bias and environmental hurdles that come into their way. The very size 
of each problem makes it remote from the individual entrepreneur. Each one somehow feels 
connected with the problem, but they would not exactly know how to solve it. 

The post-liberalization economic policies have made this sector even more weaker. After 
1991, as a corollary of such appliques, a new Policy Statement for Small-scale and Tiny 
Industries was announced in May 1991. The policy envisaged an opening by which large 
enterprises also could enter into some of the areas traditionally reserved for the small sector. 
At the same time, the concept of limited partnership and enhancement of the investment 
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limit applicable for this sector was introduced. Though, these did not really imply a 
substantial qualitative change in the working of the SSI sector, it created a total confusion 
among policy makers and bureaucrats, which still continues. For an economy like India, 
liberalization is a bad term. It virtually suggests loosening down government controls. If 
liberalization is meant for capacity building among enterprises, only then these reforms can 
be meaningful. 

One of the major weaknesses that has emerged recently (though it had been building up 
for more than a half century) is the total lack of transparency in this sector. This handicap 
has been nurtured in the economic planning in India for the last half a century. Planning 
was, in fact, used as an ornament rather than as an instrument of mobilizing opinion and 
action with a strong vision. This absolute lack of transparency should lead us to think 
about the scenario we would like to create and the role and potential of small and medium 
enterprises in the country. 

In spite of a large network of governmental, political and bureaucratic machinery that is 
present for this sector, the data base which explains it is almost scanty. During the primary 
investigation, the data from small industry was rarely expected. It was a painful exercise to 
get some data base from these industries. Even in the case of secondary data, though a lot of 
work is being done now, the search for relevant information is difficult. The two all India 
census conducted by SIDO and the isolated studies by Reserve Bank of India remain only 
macro database. The data available with the National Sample Survey Organization, though 
useful to some extent, are not adequate for the purpose of evolving concrete development 
policies. It was even more disheartening to note that the data on production capacities are 
available for specific industries on an all India basis, but the data on the small sector are not 
available even at the district-level. If this be the case, how can a District Industries Centre 
process an application for registration of a unit in terms of its viability? How can the 
bankers process loan applications etc.? It can be safely asserted that the small business is 
quite confusing in the lack of authentic and relevant database which distracts planning and 
getting the plans translated into action. 

The strong point lies in the presence of several support agencies for SSI but the weak point 
is that, each of them is having very little accountability. For example, SIDO and its supports 
like SISIs, Prototype Development Centers and Training Institutes have a substantial role 
to play, but as a matter of fact they are performing a limited role only. The Districts 
Industries Centres have little access to the industrial scene including technology and 
information, though they are quite close with the entrepreneurs. During the financial 
institutions investigations, it was also observed that the experts on small industries dealing 
with problems of small enterprises were generally not available which led to low performance 
on the problem solving situations — it may be a viability study or rehabilitation 



262 ■ Entrepreneurship 


recommendation, but the expertise was missing. The worse part is that, they were not 
accountable for their obvious incompetence. One would be surprised to note why important 
institutions like SIDBI and NABARD were given limited power to act only as support 
services of an indirect nature to the entrepreneurs — this has saved them from being 
accountable and extensifying their area of specialization. It was also noticed that not just 
the entrepreneurs but also the financial institutions and bankers were ignorant of the presence 
of training centres, SSIs institutions and offices related to SSIs. Their ignorance has sometimes 
caused much hazards to these entrepreneurs without their accountability being called upon. 
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SUMMARY 

An industrial undertaking in which the investment in fixed assets in plant and machinery 
whether held on ownership terms on lease or on hire purchase does not exceed Rs 10 
million. (Subject to the condition that the unit is not owned, controlled or subsidiary of 
any other industrial undertaking). 

This Chapter discusses SSI definition, SSI policy, procedure for SSI registration, strengths 
and weakness of small business & the performance of Small-scale Industry in India. 

REVIEW QUESTIONS 

1. Define Small-scale Industry. 

2. Differentiate between a small-scale Industry & Ancillary Industry. 

3. Discuss the salient features of Policy statement for Small-scale Industry. 

4. What is the procedure for registration of Small-scale Industry. 

5. Discuss the strengths and weakness of small business. 

6. Discuss the performance of Small-scale Industry in India. 

7. Explain the role of small-scale industries in the Indian History. 

8. Centrically examine the definition of small-scale industry as given by various 
autheentries. 

9. State and evaluate the policy premises that underlay the promotion of small-scale 
industry in India. The small enterprises policy announced in 1991 marks a major 
improvement over the earlier policy comment. 
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10. Distinguish between ancillary industrial undertakings and tiny enterprises. 

11. What are the main features of the new industrial policy 1991 with regard to small- 
scale industry. What strategy is to be followed for the growth of small-scale sector 
during the ninth and tenth five year plan. 

12. Briefly elucidate the procedure adapted for the registration of SSIs. 

13. What are the strengths and weaknesses of small business with special reference to 
Indian economy. 

PROJECT 

Visit Website www.lagu-udyog.com to know more about the latest amendments and news 
about Small-scale industry in India. 





Conceptual Framework of 
Sickness in SSI, Status and 
Dimensions of SSIs and Industrial 
Sickness 


LEARNING OBJECTIVES 

After reading this unit, you will be able to understand: 

• Conceptualise the Term 'Sickness' in SSI 

• SSI in India: An Overview 


Meet Sarathbabu, the 27_year old IIM, Ahmadabad Graduate who rejected lucrative campus offers to 
start a business. But then this is not special, around 30-40% IIM graduate reject offers to start their 
business. What is special about Sarathbabu is even the hard atrocities of life faced by him could not 
deter him from achieving the present status and position. He belongs to a veiy economically weak 
family, he was amongst the five children that were nurtured by their single mother, who worked for mid¬ 
day meal, taught in an eveiy programme and sold idlis in the morning so that her kids could be nurtured 
and educated. Even Sarathbabu also helped his mother in selling idlis. His mothers hardwork did not go 
in vain, Sarathbabu did well in education, he did his B. Tech from BIT Pilani and was also selected by 
IIM, Ahmedabad (one of the most premiere institute in India.) He got good job offers, the job offers 
after MBA were especially lucrative for person like Sarathbabu because his mother dint even have a 
Pucca house, but he was determined to be an entrepreneur and started his Food Catering Services 
Private Limited with an initial capital of Rs 11.75 lakh that he funded from a loan from a bank. He has 
orders from big institutions - IIM Ahmedabad, Darpan Academy Gujrat Energy Research Institute & 
Systems Plus. Though the business has taken a bigger shape now, the seeds of entrepreneurship were 
laid when he drew inspiration from his mother who sold idlis to earn livelihood & education for them. 
Entrepreneurial bug finally hit him when he realized for the first time that people like Dhirubhai Ambani 
& Narayanmurthy with Companies like Reliance & Infosys employee thousands of people & hence take 
care of the livelihood of the employees and their families and hence indirectly help lakhs of people. 
This noble act of taking care of large section of the society finally unveiled the entrepreneur in him. He 
has big dreams and big plans ahead. All The Best! 
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CONCEPTUALISE THE TERM 'SICKNESS' IN SSI 

The term 'sickness' has been variedly defined by various authorities but, as a matter of fact, 
so far, the term itself has not received any universal recognition which could justify the 
concept of sickness in small-scale industries. This major handicap has acted as a fuel in the 
failure to recognize the actual state of sickness in these industries. A vagueness in the 
conceptual framework has contributed to confusion and has acted in a further deterioration 
of SSIs while recovering from their ill-health. It would be appropriate to examine critically 
some of the authoritative definitions and finally come up with a plausible outcome suggestive 
of the structure of the concept. 

In spite of being an integral importance to the Indian economy, the concept of industrial 
sickness lacks clarity of definition. Different studies and organizations define the term 
differently, depending upon their viewpoint. The Reserve Bank of India, vide its circular 
RPCD.No.PL.NFS.BC.48/SIU.20-87, dated 6.02.87 (Annexure-1), RPCD. No. PLNFS. 
BC.122/SIU.20/88-89 and PLNFS.BC.l/SIU.20/92-93 dated June 8, 1989 (Annexure - 
2) and July 1, 1992, (Annexure-3), RPCD.No.PLNFS.BC.99/06.02.31/92-93 dt. APRIL 
17,1993 (Annexure-4) and RPCD.No.PLNFS.BC.90/06.04.01/95-96, dt. FEB. 13, 1996 
(Annexure -5) respectively classified a SSI unit as sick when: 

1. Any of its borrowal accounts has become a 'doubtful' advance, i.e., principal or interest, 
in respect of any of its borrowal accounts, has remained overdue for a period exceeding 
2 Vi years, and 

2. There is erosion in the net worth due to accumulated cash losses to the extent of 50% 
or more of its peak net worth during the preceding two accounting years. 

Only recently, vide RPCD. NO. PLNFS.BC.57/06.04.01/2001-2002 dated 16.01.2002 
(Annexure-6), has the RBI redefined sickness in the following terms: 

An SSI unit should be considered sick if: 

a. any of the borrowal accounts of the unit remains sub-standard for more than six 
months, i.e., principal or interest, in respect of any of its borrowal accounts has remained 
overdue for a period exceeding more than one year. The requirement of overdue period 
exceeding one year will remain unchanged, even if the present period for classification 
of an account as sub-standard, is reduced in due course 

or 

b. there is erosion in the net worth due to accumulated cash losses to the extent of 50% 
of its net worth during the previous year 

and 

c. the unit has been in commercial production for at least two years. 

This is an improvement over the previous guidelines in the sense that it will enable banks 
to not only detect sickness early, but also intervene more expeditiously before the health of 
a unit goes beyond redemption as now the overdue of only one year would attract the 
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provisions of the guidelines, unlike previous two and a half years. This change was a result 
of the Report submitted by a Working Group constituted by the RBI in November 2000, 
with the Chairman of the Indian Bankers Association, Mr S S Kohli, as its Chairman. 
The Report of the Group was put on the Internet for wide circulation and also circulated 
amongst all the banks and SSI associations, etc., for eliciting their views on the 
recommendations. 

But the most popular definition of sickness, as placed by RBI in the 'Report on Trend 
and Progress of Banking in India' (197778), p.25, states that a unit is considered 
sick if it has incurred cash losses for one year and, in the judgement of the financing bank, 
is likely to incur cash losses for the current as well as following year and/or there is an 
imbalance in the units' financial structure that is, when the ratio of the current assets to 
current liabilities is less than 1:1 and the debt-equity ratio (total liabilities as a ratio of net 
worth) is worsening. The conceptual grounds of the definitions can be put to the following 
criticisms: 

Firstly, one fails to understand why the definition has been confined to the consideration of 
cash losses in one year and such expected losses in the following years? It can be further 
elaborated that, in the initial year the unit may be suffering losses for some other reasons 
like unpredictable conditions, abnormal circumstances like natural hazards, sudden breakage, 
corrupt external environment, etc. These conditions would lead to loss of cash on records, 
but no sensible man would ever categorize it as sick. Even a continuation of cash loss in the 
following year does not necessarily indicate sickness in the industry. 

Secondly, the decision of sickness lies in the judgement of financial bank taking no 
recommendations of the other bodies. One again fails to understand why only the discretion 
of the financial bank is taken into consideration. The bodies, howsoever expert in the field 
of appraisal, should not be given sole charge of comment. During the primary investigations 
in other banks, it was conspicuously found that expert advice on this matter was hardly 
available. Even those banks which had made provisions in such fields, the concerned personnel 
did not have necessary expertise in this particular area. Lack of specialization in the field of 
industry also forbids them to play a recommendatory role. Moreover, the opinion of banks 
broadly revolves around certain concentrated matters like returns of the amount lent 
depending on the future earning capacity of the borrower and the security for the amount 
lent. Other important factors are generally ignored by the financial bodies no matter how 
important these factors are for the consideration of sickness in industry. 

Thirdly, the definition considers the cash losses incurred in one year and expected cash 
losses in the subsequent year as a criteria for deciding sickness. The question is - how 
rational is it to restrict sickness within the aforesaid period? There can be situations where 
the units can suffer enormous losses which can declare a unit sick within three months. On 
the other hand, there can be cases where losses have been prevailing for more than two years 
and still the units are not considered to be sick. About two years back, an interview with an 
official of ESSAR had revealed the fact that, though the company had been suffering losses 
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for the past several years but it cannot be bracketed in the category of sickness since closure 
would result in even higher losses than carrying on the business in an 'as it is' position with 
the prevailing losses. Until recently, with the revolution in the cell-business and emerging 
competition, ESSAR restructured its policies and is placed in a much comfortable position 
than ever before. At the same time, any business entity may, as a normal condition, incur 
cash losses in the initial stage for a minimum of two years before they reach the break even 
point and thereafter earn profits. But as the definition suggests, these companies would be 
categorized under sick units. 

Fourthly, the decision of the current ratio to be set at 1:1 also seems to be ridiculous. 
Anyone familiar with accountancy would agree that the ratio differs from case to case and 
from business to business; it cannot be applied to all the cases uniformly and no hard and 
fast rule for the application of the current ratio can be set. Thus, the criteria of judging the 
sickness on the basis of current ratio can be anything but logical. 

Fifthly, the definition also suggests that imbalance in the financial structure may contribute 
to sickness. Now, this statement of imbalances on the one hand and their prevalence in the 
financial structure on the other hand amounts to vagueness. The concepts have not been 
defined categorically. Then, there can be imbalance in the financial structure from some 
point of view which may not be an imbalance from another point of view. But this cannot 
be definitely defined. Thus, it leads to vagueness. 

Sixthly, it reflects the idea that worsening debt-equity ratio is a determinant of sickness. 
Again, the inclusion of debt-equity ratio would involve a precise and standardized measure 
of debt-equity and not just a comparative base. It should specifically mention the level of 
debt-equity to be considered as a measure of sickness and not just a comparative base. 

On the whole, the definition has been evolved by a bank and therefore is written from the 
banker's point of view. It takes cash losses as a major factor of sickness ignoring several other 
factors which may not be important from a bank's point of view, but may have a definite 
impact on the cause of sickness in SSIs. 

One of the interesting observations regarding sickness in small-scale industry was made by 
Sri Vasant Desai in his book, 'Organization and Management of small-scale industries', 
published by Himalaya Publishing House, Mumbai, on page 22 that: "Only such units 
may be considered sick in which a major part, say, 50 per cent, of its equity and reserves, are 
eroded by cash losses. In the case of the entrepreneur scheme, a sick unit is one in which 
there are no owned funds; a depletion of 15 per cent in the total working funds of these 
units may be considered as the indications of sickness." It further states- "A persistent 
irregularity in working capital advances (not on account of inadequacy of limits) for a 
period of 12 to 18 months or stoppage of production for a sufficiently long period, say, six 
months, may be taken to signify sickness". 

Though the definition seeks a new point of view in explaining sickness, but as far as the 
clarity of the concept lies, it rests in vagueness. The base of taking equity and reserves as a 
measure of defining sickness cannot be justified in different ways. Firstly, it emphasizes that 
when 50 per cent of its equity gets eroded by cash losses, the unit can be classified as sick. 
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One fails to really appreciate equity as an important component in running an industry. A 
small loss in equity is a cause of concern. Then, why wait for a loss of 50 per cent to declare 
the unit sick? Even an initial loss of 5 per cent can be an indication of sickness. The logic 
behind placing 50 per cent for a unit to be declared sick has in fact no logical grounds. 
Over and above this, if the unit has suffered losses and is also showing symptoms of incipient 
sickness along with a loss of equity and reserves, it has full probability of falling sick and 
should immediately be taken care of. There can be no logic for waiting for its equity to 
erode till it reaches a 50 per cent level and any hope of reviving it easily at the inception 
stage of sickness is left out altogether. 

Secondly, even a 50 per cent loss in equity and reserve lays no sound ground for a unit to be 
declared sick. For example, the unit may have undergone some re-orientation, re-formation 
or re-organization. Under this situation, the unit may have to postpone its operational 
activities for transformation into a new and better promising field. During this period there 
can be erosion of more than 50 per cent of equity in the short run but sooner or later the 
unit would, after its reformation, regain its status and in any case cannot be declared sick at 
any stage of the entire process. Had the definition been taken at face value, the unit should 
have been declared sick much before. 

Thirdly, just an erosion of 50 per cent cannot be the base. It should be matched by the 
potentiality of the unit also. Suppose, there is a flourishing industry with huge reserves and 
due to some external factors say earthquake, famine, drought, etc., there has been an erosion 
in equity, but the unit can still manage to re-instate the loss in a short span of time. Thus, 
a huge erosion of equity is just not enough to label the unit as sick. Of course, in the short 
run it can be categorized as sick but because of its own potentialities, it can regain health on 
its own. 

Fourthly, the definition talks about entrepreneur's scheme. By definition, a unit to be a 
unit must necessarily have an entrepreneur and then an entrepreneur's scheme. Necessitating 
the entrepreneur's scheme with the unit has no logic. In Uttar Pradesh, several units are 
running very successfully without any reference to the entrepreneur's scheme. 

Fifthly, the definition also refers to owned funds and depletion of 15 per cent of working 
capital for identifying sickness. The concept of owned funds in the present day system is 
losing its importance. The units are financed on the basis of capability and viability of the 
entrepreneur and not on the amount of his owned funds. In fact in UP itself, several units 
are running successfully without the owner having made any considerable contribution to 
the funds. At the same time, the unit may lose 15 per cent at the initial stage which is 
slated in the probation period and has full potentiality to make profits in near future. Thus, 
we can see that, even though both the conditions are present, it would be inappropriate to 
classify the unit as sick. 

Sixthly, sickness in this definition is also related to irregularities in working capital advances 
or stoppage of production. It fails to clarify whether the two factors should work singly or 
cumulatively for making a unit sick. There are certain situations where working capital 
advances are delayed for more than 18 months. Despite this, there is no justification for 
calling the unit sick. Sometimes, it becomes inevitable to hold back the payment for more 
than 18 months for necessary action, but this cannot always lead it to sickness. 
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Seventhly, stoppage of production for six months or even more is not reason enough for 
labelling a unit as sick. In UP, almost all the sugar mills are operational for four or five 
months in a year and remain inactive for the rest of the period. If the definition is taken in 
its literal sense, these units are sick every year. 

The State Bank of India has given one of the most important definitions of sickness as: "A 
unit may be defined sick when it fails to generate internal surplus on a continuing basis and 
depends for its survival on frequent infusion of external funds." Paramarsh, Consultancy 
Cell, SBI, No.l, March, 1983, Vol., VI., p.l., based on the Varshneya Committee Report. 

The definition focuses on the generation of internal surplus and dependence on external 
funds. But this too is not free from criticisms. 

Firstly, the term internal surplus is not clarified. If there is something like internal surplus, 
there has to be something like external surplus also. Then, what are the demarcations 
between the two? A unit, after its operational activities, endeavours to generate over and 
above what it actually spent. So, whatever is in excess is a surplus or profits or income over 
its expenditure or surplus receipts over payments. It stands to no logic to classify such 
surplus as internal surplus. 

Secondly, the definition takes it for granted that if the unit is not generating internal 
surplus it is bound to be sick. There are several instances where companies are not earning 
profits or have no intentions of generating internal surplus. Rather, in a welfare state like 
ours, these companies are established with the prime aim of welfare and are wedded to the 
objective of public service. Hospitals, post offices, water works, electricity boards, etc., are 
numerous examples where the organizations are running on a no-profit, no-loss basis. As a 
matter of fact, in the social interest also they should not intend to generate internal surplus 
for the sake of earning profits. Hospitals should not charge unnecessarily high fees to generate 
surplus. Thus, the presumptions of the definition are highly fallacious. Only on the basis 
of the generation of internal funds, the units cannot be classified as sick and this can 
happen for more than a few years. 

Thirdly, the term used - 'frequent infusion of external funds' - is again vague and not 
clarified in the definitions. 

Fourthly, the definition presumes that a sick unit essentially rests on frequent infusion of 
external funds after its failure to generate a surplus. Or we can restate that if a unit fails to 
generate surplus and depends on frequent infusion of external funds, it is a sick unit. The 
definition seems to be drafted without any academic references. In fact, it is more progressive 
to depend on external funds for the running of the units. No study shows that any unit has 
ever suffered because of its dependence on external funds. In fact, most successful industries 
essentially depend upon external funds for their better performance and are more progressive 
and growing promisingly. No special studies need to be undertaken to substantiate the 
point that all progressive units depend on borrowed capital of external funds. But if we go 
on the merit of the definition, these units would be treated as sick. 

Fifthly, the definition lacks clarity as it talks about 'frequent infusion of external funds' 
without specifying as to what is inferred by frequent infusion or external funds. These 
ignorant points make the definition lose its significance. 
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Another significant definition can be taken from 'How to prevent Industrial Sickness', 191 
given by Shri Sudharshan Lai, then officer incharge, DBOD, RBI. He says that "a unit can 
be considered as sick, if it is operating at less than breakeven point, that is, where it is 
unable to meet its costs and depreciation, the unit, which has eroded its capital and reserves, 
should be considered to have reached an advanced stage of sickness." 

Again, this definition also incorporates several deficiencies. As it goes 'a unit becomes sick if 
it is operating at less than its break-even point'. Even in the wildest thoughts of a sensible 
man, a unit cannot be labelled as sick just because it is operating at less than its break-even 
point. In the history of an industry, it takes considerable time to reach the break-even point 
before the industry starts earning profits. In the area of project planning, this period is 
known as “gestation period” which is almost a compulsory time period to cross before a 
unit can be promised absolute stability. In fact, the unit must have enough potential to 
sustain itself this period. As such this period contributes to the growth of the unit itself 
which, after crossing a certain stage, would assure returns thereafter. In a true sense, if the 
industry survives the gestation period, it is then rewarded with profits. But as per the 
requirement of the definition, this unit, in its most crucial stage of initiating and growing, 
would already be called a sick unit. 

Secondly, it is not consistent to use cost and depreciation - both the terms - at the same 
time. Cost itself, in the context, is inclusive of depreciation and unnecessarily need not be 
mentioned separately. Furthermore, the definition elucidates that where " it (unit) is unable 
to meet its costs and depreciation" is the cause of non-attainment of break-even point. The 
definition at this point fails to appropriate that whatever the cost, any unit has got to meet 
it. It should have been specifically mentioned that the qualifying unit should fail to take its 
cost and depreciation out of its profits. But the definition does not give any specification on 
this ground. Even referring to the term cost without specifying whether it is total cost, 
prime cost, factor cost, office cost, selling or distribution cost makes the definition all the 
more confusing. 

Thirdly, the definition identifies the advanced stage of sickness on the ground of the unit 
having lost its capital and reserves. Again, the term 'capital' can be used for several categories 
like owned capital, borrowed capital, authorized capital, issued capital, subscribed capital, 
paid-up capital and so on. Likewise, the term 'reserve' could mean general reserves, special 
reserves, etc. In what actual terms these have been mentioned, has not been specifically 
mentioned. 

Fourthly, it does not clarify as to when the unit crosses the primary stage into the advanced 
stage of sickness. With so many discrepancies, it is shrouded in vagueness. 

These are a few authoritative definitions which have been critically examined. Though 
there are numerous definitions available on sickness, it would hardly be advisable to discuss 
them all at this juncture. The definitions discussed broadly, cover most of the points which 
have been highlighted in most of the definitions. The trick is to infer the basic objective 
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that sickness in an industrial unit cannot be defined in precise terms. That is the reason 
why none of the definitions is free from criticisms. Sickness is a subjective phenomenon. It 
varies from case to case. Sickness in an industrial unit is just like sickness in a human body; 
it penetrates slowly and gradually, and if not treated well in time, it may hamper the 
proper functioning of the unit and sometimes its gravity may also lead to death or closure. 
Then what actually is sickness? Actually all business units are set up with certain objectives 
and aims are fixed before the commencement of the activities. If the unit is able to fulfil its 
expectations within the stipulated period of time, it can be slated as a normal unit and if it 
fails to cover its projected expectations, it can be considered as a sick unit. 

To be more specific, an enterprise is created with a certain objective, target or aim to be 
fulfilled within a given period of time. It includes budgets, standards, production processes, 
ratios, projections, etc. If certain projections are not fulfilled, it certainly does not essentially 
infer that the enterprise is prone to sickness, since these unfulfilled projections could 
sometimes be minor or short-lived. Say, a wagon load of cartilage does not reach the site 
because of traffic jams or shortage in production is caused simply because a few workers did 
not turn up etc., which may have some impact for a short while, but they are transitory. 
They do not have the potential to reflect any important or continuous adverse effect on the 
working of the enterprise in the future. It is just like the momentary act of sneezing or 
itching in the human body and has no grave impact. But, on the other hand, if the standards 
or ratios cannot be met immediately or in the future as well unless and until certain 
extraordinary measures are taken to tackle the hazard, the unit should be taken to have 
fallen sick. Sickness has the tendency to persist in future, unless it is arrested and special 
efforts are put in to tide over the difficulties or the symptoms. If the symptoms can be 
checked and taken care of, the unit may not be considered as sick. As long as the enterprise 
is able to meet the social welfare, the objective for which it has been set up, yielding the 
projected returns and profits, fulfilling all the stipulated projections, it should be considered 
as healthy. On the other hand, if the enterprise fails to meet its projections or social 
obligations, it can be considered as a sick unit. The measuring rod can be the meeting of 
social obligation. To clarify, if it fails to generate social welfare to the extent that is expected 
of it, this can be considered its failure. This failure can be in relation to meeting its compliance 
with the consumers, investors, shareholders, debenture-holders, bondholders, creditors, 
workers, administration and management, etc., and even to the government. 

The difference in opinion between experts and institutions in defining industrial sickness 
has resulted in wild variations in the assessment of its incidence. The variation can be 
gauged from the fact that Pradeep Azad, a former chairman of erstwhile NAYE (National 
Association of Young Entrepreneurs) wrote in the late 80s in an article - "Rehabilitation 
and Exit of Sick Units’ - that statistics collected by the various agencies reveal that 60-80% 
units in the SSI sector are sick. They have either been closed down or they are running, but 
incurring heavy losses year after year and by all definitions are sick". As against this, bankers 
consider the extent of sickness to be roughly around 40%, while state government of UP 
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places it at around 25-30%. The Small Industrial Development Bank of India's Report 
2000 on SSI (p. 133), shows a curve in the incidence of sickness during the last decade, 
with the figures of 1998 showing a return to the same level as in 1991, after a peak of 1996. 
The following chart explains the movement of sickness, as revealed by RBI Report on Trend 
and Progress of Banking in India: 

It is also important to note that the criteria of recognizing industrial sickness are mostly 
perpetuated by banks, financial institutions or financial wizards. They have their obvious 
restricted views of looking into the technical matters and set bases of recognizing the facts. 
Their structure is built around certain financial ratios, assets, liabilities and inability of the 
obligator to fulfil its obligation. At each step, their viewpoint revolves around the financial 
structure, without considering some other factors essentially important to the detection of 
sickness. For clarifying this, we have to address a few vital queries. For example, is every unit 
essentially set up for earning profits? Has every unit got to depend essentially on owned 
capital as well as borrowed capital for its survival? Is it a fact that each unit has got to 
subserve the interests of its proprietors alone, etc.? So far the definitions that we have 
studied have given affirmative answers to all the above queries and therein lies the greatest 
flaw in identifying the actual meaning of sickness in industry. The Indian Constitution is 
wedded to the creation of a socialist welfare state which necessarily implies guarantee of 
minimum necessities to each individual citizen of the nation to assure fullest growth. With 
this end in view, the government is putting its best efforts to raise the standard of living of 
its teeming millions embedded below the poverty line despite tremendous odds. Among 
other things, the economic activities are not essentially focused towards the optimization of 
profits or creation of capital in the hands of individuals. In fact, the motive of profit is 
relegated to the background and definite efforts are made for putting a ceiling both on 
incomes and wealth of individuals, say, through the Income-tax Act, the Wealth-tax Act, 
the MRTP Act, the Estate-duty and, of late, the VAT, and so on. 

The Government is sensitive towards this issue and is constantly concerned towards the 
creation of units whose dominant object is not to earn profits but to serve certain social or 
welfare objectives. Enterprises initiated to raise the standard of living of the scheduled 
tribes and other backward classes are prominent examples of industrial units created for 
social welfare and not for earning profits. By their very nature, they incur deficits but on 
that ground they cannot be called sick as the definitions given above imply. They should 
not be called sick, even, if their current ratio is less than 1:1 or they are not able to repay 
their debts in time. There is an increasing tendency to attach least importance to profit 
motive of investment of capital by the entrepreneur himself. For instance, the banks used to 
attach far too much importance on equity or owned capital contribution, but nowadays 
loans are advanced on liberal terms so long as the project is viable and the entrepreneur 
skilful, even, if his financial position may otherwise be bordering on insolvency. In the 
context of this statement, it will be evident that the definitions so far discussed are of little 
practical use or application in the context of the present Indian conditions, from the point 
of view of social welfare or economic welfare. We may propound the definition of a sick unit 
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as one which fails to serve the objects, whatever the reasons, for which it was created. To give 
a refinement to this definition, we may state that a unit which does not work at the optimum 
level is a sick unit. The implication of this definition is clear in that each unit must necessarily 
function at the optimum level to create the maximum social welfare. To the extent that it 
fails to do so, it is sick. This perhaps is the best definition of a sick unit. Of course, the 
definition is subjective and not objective in as much as there is no objective measurement of 
social welfare or degree of sickness or quantification for optimum level. In our considered 
view, these expressions cannot and need not be quantified. Their quantification and even 
their contents would largely depend on the circumstances of each case. 

SSI IN INDIA: AN OVERVIEW 
Small-scale Industries 

Small-scale industries (SSIs) continue to play a significant role in industrial activity. The 
share of SSIs in the gross industrial value added in the economy is around 40 per cent. 
About 44 per cent of total manufactured exports are directly accounted for by the SSI 
sector. 


Item 

2004-05 

2003-04 

2002-03 

2001-02 

2000-01 

1 

2 

3 

4 

5 

6 

No. of Units (million) 

11.86 

11.40 

10.95 

10.52 

10.11 

Value of Output (Rs. 
crore) 

4,12,450 

3,57,733 

3,11,993 

2,82,270 

2,61,297 

Employment 

(million) 

28.29 

27.14 

26.01 

24.91 

23.91 

Exports from SSI (Rs. 
crore) 

n.a. 

n.a. 

86,013 

71,244 

69,797 


n.a. : Not available 

Source: Ministry of Small-scale Industries, Government of India 


Production 

The small-scale industries sector plays a vital role in the growth of the country. It 
contributes almost 40% of the gross industrial value added in the Indian economy. It 
has been estimated that a million rupees of investment on fixed assets in the small-scale 
sector produces 4.62 million worth of goods or services with an approximate value addition 
of ten percentage points. 

The small-scale sector has grown rapidly over the years. The growth rates during the various 
plan periods have been very impressive. The number of small-scale units has increased from 
an estimated 0.87 million units in the year 1980-81 to over 3 million in the year 2000. 
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When the performance of this sector is viewed against the growth in the manufacturing and 
the industry sector as a whole, it instills confidence in the resilience of the small-scale sector. 


Year-wise Growth 


Year 

Achievement 
(Rs. in millions) 

1991-92 

3.1 

1992-93 

5.6 

1993-94 

7.1 

1994-95 

10.1 

1995-96 

11.4 

1996-97 

11.3 

1997-98 

8.43 

1998-99 

7.7 

1999-00 

8.16 

2000-01 

8.90 


As is evident from the above table, the projected achievement from 1991-92 after 
liberalization is not only remarkable, but also indicates a bright future in the coming years 
for the SSI. 

Employment 

SSI sector in India creates the largest employment opportunities for the Indian populace, 
next only to agriculture. It has been estimated that 100,000 rupees of investment in fixed 
assets in the small-scale sector generates employment for four persons. 

Generation of Employment - Industry Group-wise 

Food products industry is ranked first in generating employment, providing employment 
to 0.48 million persons (13.1%). The next two industry groups are non-metallic mineral 
products which employ 0.45 million persons (12.2%) and metal products with 0.37 million 
persons (10.2%). 

In chemicals and chemical products, machinery parts except electrical parts, wood products, 
basic metal industries, paper products and printing, hosiery and garments, repair services, 
rubber and plastic products, the contribution ranged from 9% to 5%, the total contribution 
by these eight industry groups being 49%. 


In all other industries, the contribution was less than 5%. 
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Per Unit Employment 

Per unit employment was the highest (20) in units engaged in beverages, tobacco and 
tobacco products mainly due to the high employment potential of this industry particularly 
in Maharashtra, Andhra Pradesh, Rajasthan, Assam and Tamil Nadu. 

Next came cotton textile products (17), non-metallic mineral products (14.1), basic metal 
industries (13.6) and electrical machinery and parts (11.2.). The lowest figure of 2.4 was 
in repair services line. 

Per unit employment was the highest (10) in metropolitan areas and lowest (5) in rural 
areas. 

However, in chemicals and chemical products, non-metallic mineral products and basic 
metal industries, per unit employment was higher in rural areas as compared to metropolitan 
areas/urban areas. 

In urban areas, highest employment per unit was in beverages, tobacco products (31 persons) 
followed by cotton textile products (18), basic metal industries (13) and non-metallic 
mineral products (12). 

Location-wise Employment Distribution 

♦ Rural: Non-metallic products contributed 22.7% to employment generated in rural 
areas. Food Products accounted for 21.1%, wood products and chemicals and chemical 
products shared between them 17.5%. 

♦ Urban: As for urban areas, food products and metal products almost equally shared 
22.8% of employment. Machinery parts except electrical, non-metallic mineral 
products, and chemicals and chemical products between them accounted for 26.2% 
of employment. 

In metropolitan areas, the leading industries were metal products, machinery and parts 
except electrical and paper products, and printing (total share being 33.6%). 

State-wise Employment Distribution 

Tamil Nadu (14.5%) made the maximum contribution to employment. This was followed 
by Maharashtra (9.7%), Uttar Pradesh (9.5%) and West Bengal (8.5%), their combined 
share being 27.7%, Gujarat (7.6%), Andhra Pradesh (7.5%), Karnataka (6.7%) and Punjab 
(5.6%) together accounted for another 27.4%. Per unit employment was high - 17, 16 
and 14 respectively - in Nagaland, Sikkim and Dadra and Nagar Haveli. It was 12 in 
Maharashtra, Tripura and Delhi. Madhya Pradesh had the lowest figure of 2. In all other 
cases, it was around the average of 6. 
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Year 

Target (lakh nos.) 

Achievement (lakh nos.) 

Growth rate 

1992-93 

128.0 

134.06 

3.28 

1993-94 

133.0 

139.38 

3.28 

1994-95 

138.6 

146.56 

5.15 

1995-96 

144.4 

152.61 

4.13 

1996-97 

150.5 

160.00 

4.88 

1997-98 

165 

167.20 

4.50 

1998-99 

170.1 

171.58 

2.61 

1999-00 

175.4 

177.3 

3.33 


Export 

SSI sector plays a major role in India's present export performance. 45-50% of Indian 
exports are contributed by the SSI sector. Direct exports from the SSI Sector account for 
nearly 35% of total exports. Besides direct exports, it is estimated that small-scale 
industrial units contribute around 15% to exports indirectly. This takes place through 
merchant exporters, trading houses and export houses. They may also be in the form of 
export orders from large units or the production of parts and components for use of 
finished exportable goods. 

It would surprise many to know that non-traditional products account for more 
than 95% of the SSI exports. The exports from SSI sector have been clocking 
excellent growth rates in this decade. This has been mostly fuelled by the performance of 
garments, leather, gems and jewelry units from this sector. The product groups 
where the SSI sector dominates in exports are sports goods, ready-made garments, woolen 
garments and knitwear, plastic products, processed food and leather products. The SSI sector 
is re-orienting its export strategy towards the new trade regime being ushered in by the WTO. 


Year 

Exports (Rs Crores) (at current prices) 

1994-95 

29,068(14.86) 

1995-96 

36,470(25.50) 

1996-97 

39,249(7.61) 

1997-98 

43,946(11.97) 

1998-99 

48,979(10.2) 

1999-00 

53,975(10.2) 














278 ■ Entrepreneurship 


Opportunity 

The opportunities in the small-scale sector are enormous due to the following factors: 

♦ Less capital intensive 

♦ Extensive promotion and support by government 

♦ Reservation for exclusive manufacture by small-scale sector 

♦ Project profdes 

♦ Funding - finance and subsidies 

♦ Machinery procurement 

♦ Raw material procurement 

♦ Manpower training 

♦ Technical and managerial skills 

♦ Tooling and testing support 

♦ Reservation for exclusive purchase by government 

♦ Export promotion 

♦ Growth in demand in the domestic market size due to overall economic growth 

♦ Increasing export potential for Indian products 

♦ Growth in requirements for ancillary units due to the increase in number of greenfield 
units coming up in the large scale sector. Small industry sector has performed 
exceedingly well and enabled our country to achieve a wide measure of industrial 
growth and diversification. 

By its less capital intensive and high labour absorption nature, SSI sector has made significant 
contributions to employment generation and also to rural industrialization. This sector is 
ideally suited to build on the strengths of our traditional skills and knowledge, by infusion 
of technologies, capital and innovative marketing practices. This is the opportune time to 
set up projects in the small-scale sector. It may be said that the outlook is positive, indeed 
promising, given some safeguards. This expectation is based on an essential feature of the 
Indian industry and the demand structures. The diversity in production systems and demand 
structures will ensure long term co-existence of many layers of demand for consumer products 
/ technologies / processes. There will be flourishing and well grounded markets for the 
same product/process, differentiated by quality, value added and sophistication. This 
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characteristic of the Indian economy will allow complementary existence for various diverse 
types of units. The promotional and protective policies of the government have ensured the 
presence of this sector in an astonishing range of products, particularly in consumer goods. 
However, the bugbear of the sector has been the inadequacies in capital, technology and 
marketing. The process of liberalization coupled with government support will, therefore, 
attract the infusion of just these things in the sector. Small industry sector has performed 
exceedingly well and enabled our country to achieve a wide measure of industrial growth 
and diversification. 


SSI Units granted Permanent Registration upto: 


State/Union Territoiy 

1995-96 

1996-97 

1997-98 

1998-99 

l999-2k 

2000-01 

01. Andhra Pradesh 

112916 

117132 

121039 

124950 

128321 

135738 

02. Assam 

19242 

20721 

21954 

23136 

24109 

25503 

03. Bihar 

101221 

108148 

114296 

119107 

123933P 

130903 

04. Gujarat 

129455 

141951 

153497 

164785 

174899 

185008 

05. Haryana 

94462 

98455 

63623 

53321 

54375 

88271 

06. Himachal Pradesh 

14015 

14593 

15232 

15941 

16602 

17562 

07. lammu & Kashmir 

25165 

26363 

28471 

29387 

30667P 

32040 

08. Karnataka 

115353 

124504 

143073 

150675 

159944 

169189 

09. Kerala 

133114 

148275 

166484 

184166 

202325 

214019 

10. Madhya Pradesh 

233225 

243481 

256849 

268741 

277804P 

289042 

II. Maharashtra 

98144 

— 

123856 

135016 

143457 

151749 

12. Manipur 

4928 

5157 

5314 

5439 

5588 

5911 

13. Meghalaya 

2005 

2166 

2323 

2514 

2711 

2868 

14. Nagaland 

741 

757 

782 

813 

1059 

1120 

15. Orissa 

16623 

17173 

17931 

18732 

19513 

20641 

16. Punjab 

145471 

147563 

149405 

151180 

152768 

161598 

17. Rajasthan 

71479 

74450 

77047 

80229 

83651 

88486 

18. Tamil Nadu 

202210 

228936 

257079 

284943 

313861 

332002 


Contd... 
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19. Tripura 

5833 

5901 

5946 

6001 

6058 

6406 

20. Uttar Pradesh 

302557 

323475 

341788 

361033 

382027P 

402606 

21. West Bengal 

145713 

147462 

149148 

150327 

151340 

160087 

22. Sikkim 

275 

296 

305 

312 

330P 

349 

23. Andaman & Nicobar 

1038 

1071 

1116 

1151 

1180 

1248 

24. Arunachal Pradesh 

766 

926 

945 

959 

971 

1027 

25. Chandigarh 

2880 

2952 

2965 

3007 

3042 

3218 

26. Dadra & Nagar Haveli 

409 

454 

618 

870 

978 

1035 

27. Delhi 

25174 

25284 

25303 

25306 

25342 

26807 

28. Goa 

5118 

5278 

5488 

5761 

5921 

6263 

29. Lakshadweep 

47 

51 

58 

63 

72 

76 

30. Mizoram 

3018 

3515 

3702 

4028 

4413 

4668 

31. Pondicherry 

4209 

4255 

4484 

4722 

4873 

5155 

32. Daman & Diu 

693 

920 

1135 

1455 

1507 

1594 

ALL-INDIA TOTAL: 

2017499 

2152794 

2261256 

2378070 

2503641 

2672188 


ECONOMIC INDICATORS OF SSI IN INDIA AT A GLANCE 


• Estimated No. of Units 3.3 Million 


♦ Employment__18.6 Million 


• Share in Industrial Value Added 40% 


• Share in Total Exports 


Direct 45% 


Overall 35% 


• Total Number of Items Produced Over 8000 749 
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TRENDS IN GROWTH OF SSI AND INDUSTRIAL SECTOR (in %) 

Year 

SSI Sector 

Industrial Sector 

1991-92 

3.1 

0.6 

1992-93 

5.6 

2.3 

1993-94 

7.1 

6.0 

1994-95 

10.1 

9.4 

1995-96 

11.4 

12.1 

1996-97 

11.3 

7.1 

1997-98 

8.43 

5.8 

1998-99 

7.7 

4.0 

1999-2000 

8.16 

6.5 


•‘-■'-t'-i/Rs. crore) 


7F1 



4 .-PIP ( 7=1173 ) 


Year 

Production 

Employment (lakh) 

Exports 


rH"\ 

fajr 


*'I-S 


cFImi tfT 

4dUd1 W 




at current 

at constant 


Rupees 


prices 

prices 


crore 

2001 - 02 dl-Mk* 

2001- 02 Actuals 

2002 - 03 4I-Mfd4i 

282.270 

195,613 

249.09 

71,244 

2002- 03 Actuals 

311,993 

210,636 

261.38 

86,013 

2003 - 04 31-iHlfHd 
2003-04 Projected 

348.059 

226,392* 

273.97 

N.A. 


(*) 2003-04 ^ Utfal TlW i) UT3 =Et ’ll 7.43 UfaVH TKt Tfe UT 4||V||Rd 

<*) Based on growth tale of 7.48 percent achieved in first nine months of 2003-04. 


Source: SIDBI Report 2003-04 


SICKNESS IN SSI SECTOR 

Year 

Total sick units 


Potentially Viable 


No. * 

Amount O/S 

No. * 

Amount O/S 



(Rs. crores) 


(Rs. crores) 

March 1993 

2,23,176 

3,443 

21,649 

799 

March 1994 

2,56,452 

3,680 

16,580 

686 


Contd... 






































282 ■ Entrepreneurship 


March 1995 

2,68,815 

3,547 

15,539 

597 

March 1996 

2,62,376 

3,722 

16,424 

636 

March 1997 

2,35,032 

3,609 

16,220 

479 

March 1998 

2,21,536 

3,857 

18,686 

456 

March 1999 

3,06,221 

4,313 

18,692 

377 

March 2000 

3,04,235 

4,608 

14,373 

369 


* These units include village industries as well. 
Source: RBI 


Status Classification of SSIs 

According to Sample Survey of 1994-95 of registered small-scale industries (for the base 
year 1992-93), the status classification of SSI units is given below. The status has been 
compared with the findings of Second All India Census (base year 1987-88). 



SAMPLE 

SURVEY 

SECOND 

CENSUS 


1994-95 

1987-88 

I. Locational Status 



Rural Areas 

42.20% 

42.20% 

Urban Areas 

48.50% 

48.00% 

Metropolitan Areas 

9.30% 

9.90% 

Backward Areas 

48.30% 

62.20% 

2. Organizational Status 



Proprietaiy Units 

80.48% 

78.00% 

Partnership Units 

16.84% 

16.03% 

Limited Companies 

2.01% 

3.78% 

3. Distribution by Categories of Industries 



Small-scale Industries 

96.24% 

87.28% 

Ancillaiy Industries 

0.52% 

1.57% 

Small Service Establishments 

3.24% 

11.15% 

4. Activity Status 



Engaged in manufacturing activity only 

50.19% 

51.01% 

Engaged in processing activity only 

15.23% 

10.37% 

5. Ownership Status 



By scheduled caste entrepreneur 

6.84% 

4.57% 

By scheduled tribe entrepreneur 

1.70% 

1.41% 

By women entrepreneur 

7.69% 

5.15% 


Contd... 
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6. Important Parameters 



Per unit fixed investment (book value) (Rs lakhs) 

3.08 

1.60 

Per unit fixed investment in P&M (original value) (Rs lakhs) 

4.0 

0.93 

Per unit working capital (Rs lakhs) 

6.98 

1.23 

Per unit production (Rs in lakhs) 

30.93 

7.38 

Per unit employment (numbers) 

8.54 

6.29 

Capacity utilization (percentage) 

79.7% 

50.6% 

7. Important Ratios 



Production/investments in fixed assets (Rs lakhs) 

10.00 

4.62 

Net value added/investment in fixed assets (Rs lakhs) 

6.75 

1.10 

Emplqyment/lnvestment in fixed assets (Rs lakhs) 

2.73 

3.94 

Wages paid/Employment excluding self employment (Rs 000) 

12.50 

8.00 


TIME SERIES DATA FOR SSI IN INDIA AND ITS INTERPRETATION 


Year 

No. of units 
(millions) 

Fixed 

investment 
(at current prices) 
(Rs billion) 

Production 

(at current 
prices) 

(Rs billion) 

Employment 

(Nos. in million) 

Export 

(Rs billion) 

1973-74 

0.416 

22.96 

72.0 

3.97 

3.93 

1974-75 

0.498 

26.97 

92.0 

4.04 

5.41 

1975-76 

0.546 

32.04 

110.0 

4.59 

5.32 

1976-77 

0.592 

35.53 

124.0 

4.98 

7.66 

1977-78 

0.67 

39.59 

143.0 

5.40 

8.45 

1978-79 

0. 734 

44.31 

157.0 

6.38 

10.69 

1979-80 

0.805 

55.40 

216.35 

6.70 

12.26 

1980-81 

0.874 

58.50 

280.6 

7.10 

16.43 

1981-82 

0.962 

62.80 

326.0 

7.50 

20.71 

1982-83 

1.059 

68.00 

350.0 

7.90 

20.45 

1983-84 

1.155 

73.60 

416.2 

8.42 

21.64 

1984-85 

1.24 

83.80 

505.2 

9.00 

25.41 

1985-86 

1.353 

95.85 

612.28 

9.60 

27.69 

1986-87 

1.462 

108.81 

722.5 

10.14 

36.43 

1987-88 

1.583 

126.10 

873.0 

10.70 

43.72 

1988-89 

1.712 

152.79 

1064.0 

11.0 

54.89 

1989-90 

1.823 

N.A. 

1323.2 

11.96 

76.25 


Contd... 
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1990-91 

1.948 

N.A. 

1553.4 

12.53 

96.64 

1991-92 

2.082 

N.A. 

1786.99 

12.98 

138.83 

1992-93 

2.246 

N.A 

2093.0 

13.406 

177.84 

1993-94 

2.388 

N.A 

2416.48 

13.938 

253.07 

1994-95 

2.571 

N.A 

2988.86 

14.656 

290.68 

1995-96 

2.658 

N.A 

3626.56 

15.261 

364.70 

1996-97 

2.803 

648.39 

4118.58 

16.0 

392.48 

1997-98 

2.944 

708.91 

4626.41 

16.72 

444.42 

1998-99 

3.08 

775.31 

5206.5 

17.158 

489.79 

1999-00 

3.212 

824.11 

5728.87 

17.85 

542.00 

2000-01 

3.312 

892.76 

6390.24 

18.564 

697.97 

2001-02 

3.442 

964.18 

6903.16 

19.223 

NA 


Source: Development Commissioner (SSI), Ministry of Small-scale Industries, Government of India 


An overall review will show that industrial sickness has assumed menacing proportions. It 
threatens to throw out of gear, even the plans for industrial growth. To cry halt to such 
sickness is the need of the hour. It has become a matter of grave concern. As can be seen 
from the above cited facts, during the last five decades it has shown an increasing upward 
trend leaving in its trail heavy losses in terms of employment, production, investment, 
finance and capital assets. The impact of sickness in small-scale units is all the more alarming 
for the simple reason that these units offer greater potentiality for employment with 
comparatively less capital investment requirement and their contribution to the development 
of backward areas is far greater than that of the large and medium sized units. Having 
defined what industrial sickness is, it would not be out of place to touch on its dimension, 
as it afflicts the country via the latest secondary but reliable statistics that are presently 
available. However, certain related issues have been relegated for discussion in the context 
of five year plans to the chapter on the role of financial institutions, for instance, the significant 
role which small-scale industries play in the national economy as contributor to total 
production or to total exports or as provider of employment or as harbinger of prosperity to 
rural and backward areas and the connected issue of how the sickness permeates and adversely 
affects the various economic segments of the country. 

It is heartening to note that there has been a remarkable increase in the number of small- 
scale industries in the last few decades as a result of the promotional policies from the 
various concerned authorities like the central government, state government, financial 
institutions, central bank as well as commercial banks etc. The growth of small-scale units 
has been one of the most significant features of planned economic development. During 
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the last five decades, the plan outlay for SSI has risen from Rs 52 million in the first plan 
(1952) to Rs. 28,480 million in the eighth plan (1990-1995). The number of small-scale 
units (registered as well as unregistered), have shown consistent growth. The number of 
small-scale units has registered a phenomenal growth from 12000 units in 1947 to 2.914 
million in 1997. 


1947 

12,000 

1957 

31.000 

1977 

592,000 

1987 

14,76000 

1997 

29,14000 


The industry has, in fact, blossomed all over the country because of its caring framework, 
but the unfortunate part is that, though, it has flourished to a great extent, the sickness in 
these industries has been growing even faster, counteracting the accelerating effect of these 
industries. To recognize the real status of the industries, it would be appropriate to examine 
the growth of the small-scale industries and then the industrial sickness in these industries 
in India vis-a-vis in Uttar Pradesh for analyzing the impact of sickness on small-scale industries 
and its consequences which may also explain the current state of affairs in the state. The 
following table shows the State-wise dispersal of SSI. 


State 

No. of Units 
(000) 

Employment 

C000) 

Fixed 

investment 
(Rs Million) 

Employment 
Per unit 
(nos.) 

Investment 
per unit 
(Rs 000) 

Andhra Pradesh 

101.81 

789.42 

2189 

7.7 

215 

Assam 

27.74 

136.40 

14,174 

4.9 

510 

Bihar 

131.79 

473.63 

8,105 

3.6 

60 

Delhi 

130.22 

1,171.96 

26,040 

8.9 

198 

Goa 

5.49 

36.73 

1,842 

6.7 

336 

Gujarat 

156.73 

862.93 

55,119 

5.4 

347 

Haryana 

87.22 

490.43 

14,783 

5.6 

169 

Himachal Pradesh 

26.38 

110.11 

5,188 

4.2 

197 

lammu & Kashmir 

24.69 

107.31 

13,364 

4.3 

541 

Karnataka 

173.75 

939.44 

31,888 

5.4 

182 

Kerala 

157.64 

747.65 

23,282 

4.7 

147 

M P 

266.99 

629.63 

12,051 

2.3 

45 

Maharashtra 

234.94 

1,562.60 

226,016 

6.6 

962 


Contd... 
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Manipur 

5.96 

29.88 

325 

5.0 

55 

Megalaya 

3.01 

17.26 

225 

5.7 

74 

Nagaland 

0.78 

3.90 

NA 

5.0 

NA 

Mizoram 

3.43 

19.76 

342 

5.8 

100 

Orissa 

32.44 

214.07 

8.702 

6.6 

268 

Pondicherry 

3.99 

31.41 

1,423 

7.9 

356 

Punjab 

195.40 

834.19 

28.550 

4.3 

146 

Rajasthan 

85.45 

366.10 

20.945 

4.3 

245 

Sikkim 

0.30 

2.90 

161 

9.7 

542 

Tamil Nadu 

295.00 

2802.54 

71,391 

9.2 

236 

Tripura 

1.70 

8.50 

NA 

5.0 

NA 

Uttar Pradesh 

327.83 

1.394.83 

30,890 

4.1 

93 

West Bengal 

165.93 

606.38 

NA 

3.7 

NA 

A & N Islands 

1.01 

4.32 

73 

4.3 

73 

Daman and Diu 

0.80 

4.00 

NA 

5.0 

NA 

Dadra and N. Haveli 

0.50 

2.50 

NA 

5.0 

NA 

Lakshadweep 

0.30 

1.50 

NA 

5.0 

NA 

Chandigarh 

2.93. 

23.92 

NA 

8.2 

NA 

Total 

2,652.15 

14.426 

597,068 




Source : SIDBI Report 1999 

An analysis of data presented above shows that in respect of the total number of registered 
units, the top 10 states are Uttar Pradesh, Tamil Nadu, Bihar, Madhya Pradesh, 
Maharashtra, Karnataka, Punjab, Kerala, West Bengal and Gujarat. With regard to 
employment generated by SSIs, the top 10 States are Tamil Nadu, Maharashtra, Uttar 
Pradesh, Delhi, Karnataka, Gujarat, Punjab, Andhra Pradesh, Kerala and Madhya Pradesh. 
Employment generated is highest in Daman and Diu (16.7 persons) followed by Dadra 
and Nagar Haveli (13.4), Sikkim (9.7), Chandigarh (9.6), Tamil Nadu (9), Pondicherry 
(8.1), Goa (6.8), Maharashtra (6.7) and Orissa (6.6). In terms of investment in plant 
and machinery made in SSI units, Maharashtra, Tamil Nadu, Gujarat, Karnataka, Uttar 
Pradesh, Punjab, Kerala, Delhi, Rajasthan and Andhra Pradesh topped the list of states 
in descending order. 
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INDUSTRY GROUP-WISE DISTRIBUTION OF ENTERPRISES 


Manufacturing Enterprises Survey 1994-95 

Second All India SSI / Census 1987-98 

Industry Groups 

Enterprises 

Percentage to 
total 

SIDO Units 

Percentage 
to total 

Food Products 

2394.32 

16.50 

96.12 

16.50 

Beverages, Tobacco and Tobacco 
Products 

1426.56 

9.84 

3.67 

0.63 

Cotton Textiles 

818.51 

5.64 

1.45 

0.25 

Wool. Silk and Synth. Fibre 

340.19 

2.35 

1.16 

0.20 

lute. Hemp and Mesta Textiles 

95.00 

0.65 

0.22 

0.04 

Hosiery and Garments 

1093.60 

7.54 

39.78 

6.83 

Wood Products 

2872.71 

19.81 

54.97 

9.44 

Paper Products and Printing 

174.93 

1.21 

33.32 

5.72 

Leather Products 

211.31 

1.46 

24.03 

4.13 

Rubber and Plastic Products 

143.32 

0.99 

25.82 

4.43 

Chemical and Chemical Products 

84.64 

0.58 

25.94 

4.45 

Non-metallic Mineral Products 

853.15 

5.88 

31.59 

5.42 

Basic Metal Industries 

34.12 

0.24 

14.94 

2.57 

Metal Products 

449.66 

3.10 

65.87 

11.31 

Machinery and parts except Electrical 

95.03 

0.66 

40.80 

7.01 

Electrical Machinery and Parts 

28.89 

0.20 

12.28 

2.11 

Transport Equipment and Parts 

28.23 

0.19 

11.33 

1.95 

Miscellaneous Mfg. Industries 

1159.41 

7.99 

8.85 

1.52 

Other Repair Services 

358.08 

2.47 

9.21 

1.58 

Repair services 

1828.77 

12.61 

80.41 

13.81 

Services (not elsewhere classified) 

13.68 

0.09 

0.61 

0.10 

Total 

14504.11 

100.00 

582.37 

100.00 


Source: SIDBI Report 1999 

The small-scale industries have made a significant contribution to the growth of employment 
during the five decades in which employment has risen from 0.5 million in 1947 to 15.9 
million in 1997. The growth rate has been higher than the large industries @ 5 per cent 
per annum. However, over the years, the average employment per SSI unit has come down 
from 42 in 1947 to 5 in 1997. The following tables graphically depict the evolution 
during the last six decades. 
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NUMBER OF SSI 


Year 

Number (in millions) 

1947 

0.5 

1957 

1.0 

1967 

3.0 

1977 

4.98 

1987 

10.14 

1997 

15.89 

2001 

105 lakh 


Source: SIDBI Report 2003-2004 


Number of SSIs 



Year 1947 1957 1967 1977 1987 1997 


EMPLOYMENT IN SSIS 


Year 

Average Employment in SSI 
(millions) 

1947 

42.0 

1957 

32.0 

1967 

23.0 

1977 

9.0 

1987 

7.0 

1997 

5.0 

2001 

2.3 lakh 


Source: SIDBI Report 2003-04 

Looking into the number of units registered and the employment granted by these units, it 
is alarming to see that both of them are moving inversely, though for promotional avenues 
it is inevitable that both of the factors, the number of the units and the average employment, 
should have a positive relationship. Thus, this is a matter of concern and related policies 
have to be evolved. 
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Investment 

The small-scale industries are less capital intensive than large industries. The level of 
investment during the last six decades has risen from Rs 900 million to Rs 320,540 millions. 
The average investment per unit has, however, moved narrowly from Rs 75,000 to Rs 0.11 
million per unit. At current prices, real investment per unit has declined. More importantly, 
investment per worker has increased significantly from Rs 1,800 to Rs 22,000 per worker. 

The following tables depict the evolution during the last six decades. 
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Balance outstanding as at end-March 



2001 

2002 

2003 

Banks 

Amount 

%age share 
of NBC 

Amount 

%age share 
of NBC 

Amount 

%age 
share 
of NBC 

Public sector 
banks 

48,400 

14.2 

49,743 

12.5 

52,988 

11.1 

Indian private 
banks 

8,096 

14.4 

8,613 

13.7 

6,857 

8.3 

Foreign banks 

3,646 

11.0 

4,561 

12.0 

3,809 

8.7 

Total 

60,142 

14.0 

62,917 

11.8 

63,654 

10.3 


Range of Products 

Small-scale sector today produces a wide variety of well over 7500 products. Beginning 
with the production of simple consumer goods, the small sector has branched out to some 
highly precision-oriented end products. The small-scale sector has emerged as a major 
supplier of mass consumption items like leather and leather goods, sheet metal goods, 
stationery items, soaps and detergents, domestic utensils, toothpaste and tooth powder, 
safety matches, reserved foods and vegetables, wooden and steel furniture, flashlight torches, 
boot polish, brushes, paints, varnishes etc. Among the sophisticated items, mention may 
be made to TV sets, electronic desk calculators, micro-wave components, plastic fdm 
capacitors, carbon fdm registers, electro-medical components, electronic teaching aids, digital 
measuring equipments, air-conditioning equipments, optical lenses, drugs and 
pharmaceuticals, electric motors, pesticide formulators, photographic sensitized paper, etc. 

Production 

The small-scale sector has registered an impressive growth in the 80s and 90s. This group 
accounts for nearly 35 per cent of the gross value of output in the manufacturing sector. 
The annual growth rate is significantly higher than the growth rate of the industrial sector 
as a whole. Production in the modern small-scale sector is presented in the following table. 

Over the last 50 years, the production in small-scale sector has registered a phenomenal growth 
from Rs 4,500 million to Rs 41,263,600 million. SSI production has registered a 917-fold 
increase. As it is, numerically, the production in the small sector is a significant achievement. 
More importantly, production in the small sector has accelerated during the last two decades. 


Year 

Production 
(in Rs. Million at 
current prices) 

1947 

4500 

1957 

11500 

1967 

29500 

1977 

124,000 

1987 

722,500 

1997 

412,6360 
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Source - SIDBI Report 1999 
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The value of exports from SSI sector has registered a significant increase from Rs 250 
million in 1947 to Rs 16,430 million in 1980 and further to Rs 399,210 in 1997. The 
share of exports from small sector in India's total exports also rose from 3.5 per cent in 
1947 to 42 per cent in 1997. 


REVIEW QUESTIONS 

1. Explain the role of small-scale industries in the Indian economy. Point out the measures 
taken by the government to promote them. 

2. Evaluate the performance of small-scale industries in India with the help of SWOT 
analysis. 

3. Critically examine the term ‘sickness in small industry’ as given by different authorities. 
In your operation, what should be the parameters to define ‘sickness’? 

4. Present an overview of SSI in the Indian context. 

5. Examine the major changes in the small-scale sector in India in recent years. Is the 
reservation policy for this sector justified? 
























^ Symptoms for Detecting Sickness 
in Small-scale Industries 


LEARNING OBJECTIVES 

After reading this unit, you will be able to understand: 

• How and from Where the Signals of Sickness could be Detected 

• Financial Statements 

• Ratio Analysis 

• Fund Flow Analysis 


Meet jehangir Ratanji Dadabhoy Tata, the doyen of Indian Industiy and a pioneering aviator of India. He 
was born on in Paris in 1904, he was the second son of Ratan Dadabhoy Tata and his French Wife Sooni. 
He had spend early days of his life in France and returned back to India to join his family business. After his 
father death he became the director of Board of Tata Sons Ltd, he eventually became the chairman of the 
company at the age of 34!. But getting a huge business enterprise was not the only thing he inherited- he 
inherited the greatness of his father Ratanji Dadabhoy Tata, Grand father Sri jamshet |i Tata great and 
Grand Father Ervad jamsheed Tata. He brought in lot of first to the countiy - He became the first pilot of 
India, he started Tata Airlines which became Air India and was later nationalized but |RD remained the 
chairman of Air India and a director in the board of Indian Airlines for almost 2 5 years. Apart from aviation 
|RD brought in lot many gloiy to the countiy. He introduced the population control programmes through 
family planning association for his efforts in this he was being awarded the United Nations Population 
Award in 1992. He established Asia's first cancer hospital in Bombay, his greatest gift to India was giving 
grants to Homi Bhabha to set up Tata Institute of Fundamental Research, the institute proved to be the 
cradle for atomic energy programme for India says Bhabha. He took the Tata empire to new heights - he 
lead to the inception of self-reliant basic inorganic chemical Industiy for India, in the form of Tata 
Chemicals, he promoted Tata Engineering and Locomotive Company with the objective of making locomotive 
for Indian Railways. Rarest-of-rare companies have gone for diversification that Tata went under the 
stewardship of |RD, he diversified from airlines to hotels, trucks to locomotives, soda ash and other heavy 
chemicals to pharmaceuticals, tea to air-conditioning to lipsticks & cologne to cement to financial services. 
He was a leader, motivator, benign Boss and a responsible citizen who brought in gloiy to the countiy. He 
was bestowed with Padma Vibhushan on the Silver jubilee of Air India and he was also honored with Bharat 
Ratna during his life time which is one of the rarest occurrence. 
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During the conduct of the survey that was undertaken by the authors for detection of 
sickness in small industries in over 50 industries, it was generally felt that, more important 
than searching for the causes or rehabilitation packages of the industrial units after they are 
crisis struck, is to be capable of identifying the symptoms of sickness in its very incipient 
stage. In most of the cases of industries visited, it was realized that the unit showed some 
definite symptoms before falling sick. But due to innumerous reasons, like unavailability of 
detector of symptoms, unwillingness to give cognizance, utter negligence of facts and lack 
of exact knowledge of symptoms, the units were caught in disaster. More interestingly, the 
reasons were not very complicated and with little effort could be neutralized and the 
units could have been saved. Furthermore, it was noted that none of the units under study 
had fallen sick all of a sudden. Sickness had overtaken the units slowly and in stages 
spread over a considerable period of time. It is, therefore, thought desirable to work out the 
symptoms in concrete terms so that the management and concerned authorities can be 
armed with techniques and safeguards which may indicate sickness well in 
advance. In any case, these techniques should be such that they can forewarn about the 
type and the extent of sicknesses and that too, the very moment when the affliction makes 
its first appearance. 

Sickness in the human body can be treated easily in the early stages - at the time the symptoms 
first strike - but when they are in an advanced stage, they may prove to be fatal or may defy 
all treatment. Symptoms can be external like natural calamities, war, government rules and 
regulations, new policy, etc., in which case the unit may not be in a position to play an effective 
role. But where the symptoms are internal, in most cases, no extraordinary or special steps 
would be needed to remedy the situation. The first signs of sickness generally fall within the 
purview of daily routine of the unit. These can be treated most effectively. If even after the 
detection of the following symptoms, the unit does not take an effective 
step, the agony is bound to be prolonged and may, at times, prove fatal. It should, therefore, 
be made mandatory on the part of the financial institutions, banks and the 
entrepreneur that they should have a system under which signals of sickness are received in 
time, so that corrective action may be taken on a scientific basis. It would, therefore, be 
appropriate to first of all enlist the important signals to identify sickness at the incipient stage: 

1. Absence or little movement in stock. 

2. Production and/or sales witnessing falling trend. 

3. Frequent proposals for enhancement in credit limits. 

4. Persistent irregularity in cash credit amount. 

5. Negotiable instruments like bills, cheques, etc., being more often than not returned 
unpaid. 

6. High drawing in cash by the borrowing unit. 

7. Casual reconstitution of the firm at short intervals. 

8. Laxity in turn-over of account. 

9. Frequent rejection of or strictures about the goods supplied, by buyers. 

10. Those expenses which could be written-off may go on increasing as they are not so far 
written-off. 
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11. Labour problems. 

12. Overdependence on external funds. 

13. Continuous increase in losses. 

14. Denial on the part of the suppliers to supply raw materials. 

15. Unreliability in ensuring stock and other assets adequately or in time. 

16. Persistent disagreement or disharmony among the directors or partners. 

17. Window dressing of accounts by the units. 

18. Low morality on the part of the employees. 

19. Laxity in payments to suppliers, employees, banks etc. 

20. Undue delay in annual accounts. 

21. Attempts to route transactions through other banks by the borrowing unit. 

22. Industry being gripped by recessionary trends. 

23. Low profile market reports. 

24. Inflationary trends in the mode of stock valuation not warranted by any economic 
considerations. 

These are some of the signals that were very profoundly obvious in the sick units of UP 
before they were declared sick. Had the management been sensitive towards the signals, a 
majority of the units could be saved. Thus, this discussion would remain ineffective 
if the sources of these signals are not laid down for future reference of upcoming small 
enterprises. 


HOW AND FROM WHERE THE SIGNALS OF SICKNESS 
COULD BE DETECTED 

Though, the list of detecting signals is quite exhaustive and providing the entire information 
is practically impossible, we explain below some of the most important sources helpful in 
identifying sickness at an early stage. A practice of these methods could help to improve the 
working of the units. This may, sometimes, require services of experts but devoting time 
and cost to such sources is highly recommended as these unavoidable precautions could 
save the units from a fatal hazard with no extra pain. 

Freouent Operating Statements 

Frequent operating statements - weekly or quarterly - are an important source from which 
signal of sickness could be detected. These statements furnish details of current assets, 
current liabilities, profitability, inventory, market research, etc., which are highly useful for 
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judging the health of a unit. During primary investigation with the financial institutions 
and the banks, it was found that there were no proper guidelines for the study of such 
statements. On the other hand, the SSIs were also not placed under any obligation to 
submit such statements. To overcome this situation, the banker, as the creditor of the 
concerned unit, can compel the unit to submit quarterly or six monthly (as per suitability) 
statements. Though, a few banks have evolved ad hoc guidelines on such statements, they 
have not come out with any rational policy. It is, therefore, necessary to outline the essential 
points on which these statements should be drafted for the express purpose of defecting 
incipient sickness. The essential features are: 

♦ The system should be implemented at the branch level of the banks. 

♦ The system should be implemented in such a way that it should not levy any additional 
or cumbersome burden on the existing system in the form of periodical statements or 
returns from the borrowers. 

♦ It should be intra-woven in the existing follow-up procedure in such a way that its 
study may not take much time or involve much expenditure. 

In nearly all the cases, there is a relationship between bank borrowings and movement of 
current assets. The borrowing is expected to maintain a certain reasonable level of current 
assets. The study of these statements is intended in such a manner as to reflect the end-use 
of the funds. When the bank borrowings are to be utilized for holding fully paid current 
assets, bank borrowings should not exceed a reasonable percentage of working capital gap, 

i.e., chargeable current assets minus current liabilities for supply of materials and services. 
Any borrowings beyond this limit would necessarily imply holding of unpaid excess of 
current assets. If the borrower continues to generate more cash, this would lead to increase 
in the percentage of bank finance and working capital gap, in other words, the borrower's 
contribution to working capital gap would increase. Such a movement would be indicative 
of an improved health of the borrower. 

Although, the banks have to rely on the borrower for the supply of information for follow¬ 
up purposes, yet most of this information would be available with the banker. For example, 
the ledger data, the stock-statements which are the main source of information are already 
with the banker. The monthly stock statements clarifying the inventories and book-debts 
which are charged to the banker, are also available with the banks. Only the sales on a 
quarterly basis have to be collected along with the sundry creditors for supply of materials 
and expenses. Having collected the necessary information, it may be tabulated in the 
following form: 

1. Sales . 

2. Chargeable Current Assets . 

3. Inventories - Raw materials . 

Stock-in-process . 
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Finished goods . 

Stock, loose tools . 

spare parts, etc. . 

Book-debt . 

4. Cash including bank balances . 

5. Current liabilities, goods and expenses . 

6. Working capital gap (4-5) . 

7. Minimum borrower's contribution (as % of 6) . 

8. Maximum permissible bank borrowings (6-7) 

considered reasonable . 

9. Limits sanctioned . of which drawn, i.e., 

being negative . 

10. Excess borrowing (8-9) being negative . 

11. Drawing power for chargeable current assets . 

12. Irregularity on security (11-9) being negative . 

While collecting the information in the above format, the following points should be kept 
in mind: 

♦ Book-debts and inventories constitute the major part of chargeable current assets and 
therefore book-debts should include bills discounted. 

♦ Subject to the drawing power, the sanction limit shows the extent up to which the 
borrower can draw from the account. These limits are determined after examining the 
maximum working capital requirements of the borrower for the succeeding accounting 
period. 

♦ Raw material, goods-in-process and finished goods should be included in the inventories. 

♦ Margin required for cash credit, financial guarantees and bills discounted should be 
included in bank borrowings. 

♦ Provisions like other current assets and other current liabilities should not be 
taken into account as they are not considered a part of the operations of the 
borrowers. 

The above tabular presentation could facilitate the comprehension of the following 
factors: 

1. Ratio of Sales to Chargeable Current Assets: This ratio reveals the extent to which 

the investment in current assets is being turned over. A higher figure is 
indicative of efficient use of current assets over a period of time reflecting improved 
health. 
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2. Inter se Relationship of Current Assets: This could bring out the proportion of each 
component of the current assets to the total current assets and also to other components, 
such as raw materials, goods-in-process, book-debts, finished goods, etc. It would 
reflect, if any imbalance among the items of current assets is taking place. 

These imbalances occur when excessive investment is made in one item say, in book 
debts, at the cost of another item say, raw materials. If this at all takes place, it would 
further generate liquidity problems. 

3. Net Chargeable Current Assets: These show the extent to which bank finance is backed 
by existence of chargeable current assets as tangible security. Normally, a ratio of 1:0 
ensures minimum security. Higher than the ratio of 1:1.5 is taken as affording adequate 
security. 

4. Ratio of Current Assets to Current Liabilities Including Bank Borrowings: This ratio 
gives an indication of the stake of the unit in working capital suggesting its ability to 
meet its obligation in the near future. A continuing increase in this ratio is a sign of 
improving health. 

The study of the level of current assets and also the reasonable level of bank borrowing 
is extremely useful in finding out the end-use of borrowed funds. This facilitates the 
determination of a reasonable level of current assets and also a reasonable level of bank 
borrowings and so on, and thus, is extremely helpful in reflecting the health of the 
units. 

Operations of Accounts 

One of the important factors in determining the health of a unit is to keep a watch on the 
account of the borrower, in the books of the creditor, about the pattern of the borrower 
activities reflecting on his business and quality of transactions including unpaid and overdue 
bills. This would involve proper functioning of the ledger data. It was noticed that, basically, 
the credit facilities which are normally extended by a bank fall under three heads, namely 
(a) cash-credit (b) term loans and (c) bills. It would be appropriate to discuss these factors 
in the light of the contribution of dilating the analysis of accounts for the conduct of the 
borrower and thus facilitating the analysis of the unit. 

Cash Credit Facility 

Cash credit facility is offered to the borrower against his requirement of inventories. 
Periodically, an analysis of cash-credit should be made compulsory in the following form, 
say in a month or six months: 
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Sanction limit . 

Value of security . 

Drawing power (after providing stipulated 
margin on value of security subject to a 

maximum equivalent to the limit) . 

Balance outstanding (money drawn by the 

borrower) . 

Irregularity in the accounts (i.e., excess of 

outstanding above drawing power) . 

There has to be a proper balance at any time within the drawing power and also within the 
sanctioned limit. In case of any imbalance, or if it transgresses of any of these limits, the 
account is declared irregular. As a general practice, the withdrawals beyond drawing power 
or sanctioned limit, whatever is lower, is not permitted by the bank. Yet, in spite of all the 
precautions taken, the irregularity may slip in for a number of reasons, say, debit of interest 
or debit of bills returned or removal of hypothecated goods by the borrower unaccompanied 
by advance deposit of like value. There could be cases where the account may appear to be 
regular but in fact they are irregular. This is so because the irregularity in an account should 
be examined by reference to the value of security, and drawing power determined therefrom. 
Thus, if the value of security on actual verification is found, say, worth Rs 10 lakh as against 
Rs 20 lakh shown in the stock statement, the irregularity comes to light. When an account 
becomes irregular, particularly when it exceeds the sanctioned limit and continues to be so 
for a considerable length of time, it emits a signal of sickness. This normally implies that 
there is depletion of stocks and current assets in meeting cash losses. 

Term loan 

Another avenue for depicting unit's health is offered by term loans; they are generally 
granted for the purchase of fixed assets or for meeting a certain known liability, under an 
agreement in which a pre-arranged repayment programme is settled. The particulars should 
be drawn in the following manner for purpose of analysis: 



Amount 

Rs 

Limit 


Value of security 


Amount disbursed 


Amount outstanding 
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Irregularity 

a. Number x amount of instalment in arrears 

b. Interest on arrears 

c. Total of (a) and (b) 

As a general practice, instalment is fixed after taking into consideration the amount of 
interest due and in that case their regularity in the account should be judged by reference 
to (a). However, if the installments are not inclusive of interest, irregularity would be 
reflected by (c). The graveness of the irregularity would depend upon the length of the 
period of default and also on the amount together with the creditworthiness of the borrower. 

Bill Facilities 

In case of such facility, the borrower draws bills on the purchasers of goods sold by him and 
gets these bills purchased or discounted by the bank. The borrower, further, may be allowed 
advances against cheques issued by third parties in the normal course of business. The 
banker should examine the particulars of this facility by analyzing the data on the following 
pattern: 

Period of Review 
Limits 

Particulars of bills purchased/discounted 

a. Number of bills purchased/discounted 

b. Amount of bills purchased/discounted 

c. Irregularity (excess of outstanding above the limit) 

In this connection, the banker should also take note of the following particulars: 

a. The number of bills returned unpaid. 

b. The amount of bills returned unpaid. 

c. The percentage of number of bills returned unpaid to the number of bills purchased/ 
discounted. 

d. The percentage of the amount of the returned bills to the amount of bills purchased/ 
discounted. 

The presentation of facts in the above format would definitely help in analysis. Frequently 
returned bills may indicate that the goods of the borrowers are being rejected by the 
purchasers or that the purchasers are sending the payments directly to the borrower. The 
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bank normally gets in touch with the borrower, the moment a purchased or discounted bill 
is returned unpaid with the request that the borrower should replenish the same. In practice, 
the bank does not inquire into the reasons of the non-payment of the bill. The banks 
should be particular in taking note of accommodation bills. The bank should try to find 
out if there are any accommodation bills which have not arisen out of genuine trade 
transactions. These bills are drawn on outstation parties. It may be a clean bill or a 
documentary bill supported by “fake documents”. The borrower gets the bill purchased/ 
discounted with the bank. When the payment of this bill falls due, he gets another bill 
purchased/discounted so that he can retire the earlier bill either at the destination or when 
it is returned unpaid. If the liquidity of the borrower is seriously affected by non-payment 
of wages, salaries and other dues, accompanied by resort to accommodation bills, it may 
reveal sickness in an advanced stage. 

Guiding Factors for Signals from Conduct of Accounts 

The banker could take note of various signals of sickness while studying the position and 
conduct of accounts. Some of the guidelines are provided hereunder: 

i. The warning signals can be sensed, if there is persistent irregularity in the accounts of 
the borrower unit. One of the reasons can be assigned to the fact that the unit is not 
able to manage its financial affairs within the sanctioned limit or it may be due to the 
fact that it finds it difficult to pay due installments and due interest on time under 
the terms of the loan agreement. The sickness is of a serious order, when the unit is 
not in a position to regularize its account over a comparatively long period of time. 

ii. If the fluctuations in the accounts are unsatisfactory and the credit adjustments are 
low, it may indicate decline in production or poor turn-over. If the credit summations 
are lower in comparison with the former period, it may indicate that the borrower is 
not routing the entire sale account or that he is depositing the sale proceeds in an 
account with some other bank. 

iii. If frequent requests are made for changes in repayment schedules, it may be a signal of 
sickness. 

iv. If the number and amount of bills tendered are decreasing and the sanctioned bills 
limit is not fully availed of, it may indicate sickness of the unit as a result of declining 
sales. 

v. While studying the conduct and position of an account, the banks should examine 
certain aspects of the transactions of the borrower which, unfortunately, are not normally 
being examined. As a matter of fact, the bank should examine as to why the unit is not 
able to meet its liabilities towards the banks. In this connection, the bank should 
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further examine whether the unit is not in a position to meet its liabilities for wages 
and salaries, for power electricity, and so on - such payments must always rank in 
priority; otherwise, there may be demonstrations, or penalties may be levied under 
Payment of Wages Act or Payment of Bonus Act which may result in disconnection of 
power supply. Likewise, non-payment of statutory dues such as contribution to 
employees State Insurance, Employees Provident Fund, payment of sales-tax or income- 
tax may invite penalties and prosecution. Similarly, if the unit is not able to pay for 
the supplies of new material made to it within the scheduled time, it may lose the 
confidence of the suppliers as a result of which it may not get further supplies of 
credit or may get them, but at higher prices or costs. If such liquidity constraints 
come to the notice of the banker, they would be reflective of the sickness of the unit. 


Financial Statements 

Financial Statements were discussed in brief in 'Financial Plan' (Chapter VIII). They are 
being discussed in greater detail now. In a sense, it can be said that financial statements are, 
by far, the most valuable source of signals. In a broad sense, they include balance-sheet and 
profit and loss account and, in case of a company, directors report, auditors report and 
chairman's speech. Since balance sheet and profit and loss account are common to all 
enterprises and form the most important element of financial statement, we would confine 
our discussion to these two documents and the analysis thereof. 

At the outset, it may be mentioned that the balance sheet reflects the financial position of 
an enterprise at a given moment of time. It contains information about the resources (assets) 
and obligations (liabilities) of an enterprise and the owners' interest in the business (net 
worth). By reference to balance sheets of an enterprise, the liquidity, solvency and resources 
and obligations of the enterprise can be ascertained with a great degree of accuracy, for it 
shows the state of affairs, that is, the assets owned along with the claims against the assets. 
It also shows the liquidity which is ability of the enterprise to pay the debts as they arise. 
Normally, the difference between current assets and current liabilities is taken to be the 
measure of liquidity which is of greatest importance to the creditors. A balance sheet also 
shows solvency, that is, the ability of the enterprise to meet all its debts which is measured 
by the comparison of total assets to total liabilities or, in other words, by debt equity ratio. 

Profit and loss account, on the other hand, reflects the result of operations for a period of 
time by containing a summary of all the revenues and expenses classified under their district 
heads. In other words, a profit and loss account is nothing but a flow of economic data, that 
is, flow of revenues and expenses during a given period of time and is helpful in measuring 
the profitability of the enterprise. 

Though the balance sheet and profit and loss account are two separate and independent 
statements yet, they are inter-linked and inter-connected. A profit and loss account is a link 
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between two balance-sheets, one, as at the beginning of the accounting period and the 
other, as at the end of the period. Any change in one is necessarily reflected in the other. For 
example, if an expense is charged to the profit and loss account, it is reflected in the balance 
sheet by a corresponding decrease in the value of assets or a corresponding increase in the 
value of liabilities and so on. Therefore, for purpose of analysis, both these documents - 
balance-sheet and profit and loss account - must be taken to constitute a base. Only then 
can one get a fair idea of the financial stability, liquidity, earning capacity and efficiency of 
the management of funds in an enterprise. 

Limitations of Financial Statements 

Howsoever important the financial statements may be, yet they have their own limitations. 
So that under-reliance may not be placed on the results of an analysis, it is necessary to have 
a fair idea of the limitations of financial statements. Despite their appearance of exactness 
and finality, these two documents suffer mainly from the following limitations: 

i. They are essentially interim reports. The correct profit or loss of an enterprise can be 
determined only when the enterprise has been finally dissolved. Most business 
enterprises have a continuing existence. Since it is necessary to account for its activities 
at frequent intervals, the figures appearing in the financial statements reflect, to a 
great degree, individual judgment as to the allocation of costs and revenues to various 
accounting periods, both past and future. 

ii. The statements are prepared on the concept of the going concern. The accountant 
deals with the accounting of an enterprise as a continuing business institution with 
an indeterminable existence and, therefore, he emphasizes the flow of cost and interprets 
the values of assets as balances of unamortized cost. Consequently, the assets are not 
shown at their current market values or replacement values. Therefore, one should be 
clear that these financial statements normally do not record values. 

iii. The accountant takes it for granted that the value of money is stable which, as a 
matter of fact, it is not. The costs of assets and liabilities in a balance sheet and 
similarly the costs of income and expenses in a profit and loss account reflect composites 
of various purchases of assets, sales of products, an incidence of purchases made at 
different price levels. Therefore, during times of significant changes in price levels, an 
analysis of balance sheet and profit and loss account may lead to erratic conclusions. 

iv. There are certain factors which affect financial conditions and earning capacity, yet 
they find no place in the financial statement. Such factors include integrity and ability 
of management, loyalty and faithfulness of workers, credit reputation, sources and 
commitment for supply and demand of product, patronage of the government and 


so on. 
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It is, therefore, necessary to bear in mind the limitations of financial statements. The analyst, 
therefore, should not necessarily be led away wholly and solely by an analysis of these 
statements. 


Analysis and Interpretation of Financial Statements 

In its broadest sense, analysis of financial statements includes the following methods and 
devices: 

1. Comparative financial and operating statement showing: 

a. Absolute data in rupees 

b. Increase or decrease in absolute data in terms of rupees 

c. Increase or decrease in absolute data in terms of percentages 

d. Comparisons expressed in ratios 

e. Percentage of totals. 

2. Statement of changes in net working capital 

3. Trend Ratios 

4. Common-size percentages 

5. Individual ratios. 

It may be stated that analysis and interpretation is an intellectual activity. Analysis can be 
identified with the process of finding out significant relationships and trends and 
interpretation, with the process of understanding the data analyzed. These techniques are 
of importance to outsiders and also to the management. They serve the outsider simply 
because they attempt to measure the desirability of investing in the enterprise or of extending 
credit to it. Internally, they help in measuring and promoting operating efficiency and 
explaining the changes in financial conditions. 

From the above discussion, it would be evident that analysis and interpretation is a very 
comprehensive subject. It is carried out through a number of methods and devices. There is 
no common technique of analysis and interpretation meant to subserve all the interests 
that are involved in a business enterprise such as management, creditors, investors 
and others including government agencies and so on. For purposes of the present study, 
we would concentrate only on those aspects of the subject which are important to it. 
Broadly speaking, the topic under consideration admits of discussion under two 
broad heads, namely: 

i. Comparative study of balance sheet, and 

ii. Ratio Analysis 
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Comparative Study of Balance Sheets 

Analysis of balance sheet is carried out in a number of ways, for example: 

a. At times an analysis of one single balance sheet is made - when such a study is 
undertaken, the latest balance sheet should be studied. Obviously, this study has a 
limited scope. At best it would reveal the liquidity position, solvency or insolvency 
and the capital structure of a unit at a particular moment of time. These matters 
would also be brought to light by means of ratio analysis, which we will discuss later 
on. Suffice it to say, since the balance sheet is a snapshot of unit at a given moment of 
time, not much reliance should be placed on such analysis, particularly when balance 
sheet does not show values but costs of assets and liabilities and does not take into 
account changes in the value of money and, at the same time, it does not show some 
of the most valuable assets of the business such as protection given to the unit, licensing 
policy, taxation policy, efficiency of management and so on. 

b. At times, balance sheets of a few firms, similarly situated, are compared. In such a 
case, the firms that are selected for study more or less belong to the same category as 
regards their capital structure, volume of business, nature of business activity, location 
and so on. This study is known as “inter-firm comparison” and is also not of much 
significance to the study. Inter-firm comparisons can reveal plus and minus points of 
a unit in relation to the other units, which is not the objective of our study. Further, 
no two firms are similarly situated; even if there are such firms, they are not prepared 
to supply the data necessary for such a study. Incidentally, it may be stated that inter¬ 
firm comparison is possible only where government regulations enforce it. Thus, as at 
the moment, this inter-firm comparison is neither possible nor feasible. 

c. A comparison of the balance sheets of two firms in two different industries may be 
made. This study may reveal the relative liquidity, profitability, solvency and capital 
base, etc., of the two firms. Since the two firms would hardly be comparable simply 
on the ground that they belong to two different industries, the result of such analysis 
would just be academic. As such, such a study, too, would not be of any consequence 
in determination of the sickness of the firm. 

d. A study can be made of two or more balance sheets of a firm as at different dates. 
When such a study is undertaken, a few precautions must be observed. For example, 
the latest balance sheet may give data which might have become obsolete. Similarly, 
the assets and liabilities of all the balance sheets under study should be classified on a 
uniform basis as to their nature such as fixed assets, current assets, liquid assets, fictitious 
assets, fixed capital, long-term borrowings, short-term borrowings, current liabilities, 
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general results and so on. In such a study, either the obsolete figures of assets and 
liabilities may be compared or the percentage of each item of a same item or the 
percentage of a group of items to the similar group of items or the percentage of each 
items or group of items to the total of assets or liabilities may be considered. We will 
illustrate the same by two simple examples. 

Example 1 

The balance sheets of a unit show the following position of cash and bank balance and 
accounts receivable as on 31st March, 2004 and 2005 


31st March 


2004 

2005 

Cash and bank balances 

12,500 

15,800 

Accounts receivables 

45,000 

42,000 


A study of these two items show that there have been changes in these two assets as follows: 


31st March 


2004 

2005 

Charges 

Remarks 


Rs 

Rs 

Rs 


Cash and bank balances 

12,500 

15,800 + 

3,300 

Favourable 

Accounts receivable 

45,000 

42,000 - 

3,000 

Unfavourable 


Likewise, a study can be made of the various items shown in the balance sheet. 

Example 2 

Now, we come to the study of items of the balance sheets in percentages. This can be 
discussed under two broad heads. A study of cash and accounts receivables as a percentage 
of total assets can be tabulated as under and then a study, thereof, duly made. 






31st March 


2004 

Rs 

2005 

Rs 

Charges 

Remarks 

Cash and bank balances as a 
percentage of total assets 

5 

7 + 

2 

Favourable 

Accounts receivables as a 

percentage of total assets 

50 

45 

5 

Unfavourable 
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Another variant of percentage analysis may be illustrated by a hypothetical example. At the 
outset, it may be stated that for this purpose one has to ascertain the net worth, sales, gross 
profit, net profits and, if necessary, the trend of each item in the balance sheet and the 
profit and loss account may also have to be examined. This study may be carried out in 
absolute figures with or without percentages. Certain data relating to ABC Enterprise are 
given below 

ABC ENTERPRISE 

BALANCE SHEET AS ON 31st MARCH 


(Rs in thousands) 



2004 

2005 

Changes 

Assets: 




Cash 

40 (12) 

54 (14) 

+l4(+2) 

Sundiy debtors 

80 (24) 

76 (19) 

- 04(-5) 

Inventoiy 

80 (24) 

110(27) 

+30(+3) 

Current assets 

200(60) 

240(60) 

+40(0) 

Fixed assets (less depreciation) 

130(36) 

150(37) 

+30(+l) 

Miscellaneous assets 

12(4) 

10(3) 

-2(1) 


330(100) 

400(100) 

70 

Liabilities: 




Bank credit (short-term) 

100(30) 

120(30) 

+20(0) 

Sundry creditors 

40(12) 

60(15) 

+20(+3) 

Current liabilities 

142(42) 

180(45) 

+38(+3) 

Term liabilities 

60(18) 

102(26) 

+42(+8) 

Capital 

50(16) 

40(10) 

-10(-6) 

Reserve and surplus 

80(24) 

78(10) 

-2(-l4) 


330(100) 

400(100) 

35 

Sales 

260 

250 


Profit and loss 

10 

-1 



Note: Figures within brackets indicate the percentage of an item to the grand total of assets, liabilities, as the case may be. 
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On the basis of the above tabulated figures, the following inferences can be drawn by way 
of interpretation of the data: 

i. Sales are the lifeblood of the business. In this case, the sales have declined from Rs.2.6 
lakh to Rs 2.5 lakh - that is by Rs 0.1 lakh, which is a bad sign. 

ii. The operating results also show an unsatisfactory state of affairs because the unit has 
suffered a loss of Rs 1000/- as compared with a profit of Rs 5000/- in the preceding 
year. 

iii. As a result of operating loss, the equity of the enterprise has come down from Rs 130 
lakhs in 2004 to Rs 118 lakhs in 2005. Consequently, the equity as a percentage of all 
the liabilities has come down from 40 in 2004 to 20 in 2005. 

iv. As regards fixed assets, there is no marked change in the percentage although, in 
absolute figures, the value of assets has increased from Rs 1,20,000 to Rs 1,50,000. 

v. There is no change in the percentage of current assets to total assets; of course, 
inventories as a percentage of total assets have gone up by 3 per cent which means a 
slight increase. Accounts receivable have decreased from Rs 80,000 to Rs 76,000, a 
percentage decrease of 5 per cent. 

Similar remarks can be made with regard to other items. On the whole, certain features are 
noticeable. There is an operating loss. The sales have declined. Equity has come down. 
Inventories and account receivable representing short-term solvency have worsened slightly. 
Long-term solvency, as represented by equity in relation to long term liabilities, has been 
affected adversely. From these factors, it can be inferred that the unit is on the verge of 
falling sick. 

If necessary, data for more than two years may be taken for studies. In all cases of such trend 
analysis, a change in the equity should be studied and then the reasons for this change may 
be analyzed. They may be due to changes in earnings, reserves, intangible assets, etc. 
Similarly, changes in working funds in relation to assets may also be studied (we shall study 
them in greater detail under the head 'cash-flow statements'). On the whole, trend analysis 
is of great help in ascertaining the financial health of the business. 

RATIO ANALYSIS 

Concept of Ratios 

In the field of financial analysis, ratios have come to assume an importance in their own 
right. A ratio is the indicated quotient of two mathematical expressions stated in a simple 
language—it is one number expressed in terms of another, indicating the relationship between 
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two or more numbers. A ratio is used as a yardstick for measuring the financial position or 
performance of a business as absolute figures, as the financial statement are not so helpful in 
evaluating the financial position or the operating results as are ratios. For instance, a net 
profit of rupees 10 lakhs in a business may appear to be very impressive but when compared 
with the total investment of Rs 1000 crores, the performance of the unit may be pronounced 
as bad. A ratio is indicative of a quantitative judgement. 

A ratio, by itself, cannot indicate any favourable or unfavourable condition. In order to 
arrive at a judgement, a ratio should be compared with a standard. For this purpose, standards 
have been evolved in the following forms: 

i. Ratios worked out on the basis of past performance of the same business. 

ii. Ratios evolved using the projected financial statement of the same firm. 

iii. Ratios concerning certain selected firms, especially those which are more progressive 
at the same point of time. 

iv. Ratios of the industry to which the business belongs. 

Normally, ratios are compared with the corresponding past ratios of the same business. 
When a comparison of such ratios over a period of time, say three years or so, is made, it 
normally gives a good indication of the direction of change in the financial position and 
performance. At times, future ratios are taken to be yardsticks. Such ratios are evolved on 
the basis of forecasts and projections made. A comparison of past ratios with future ratios 
reflects the strength or weakness of the business. If future ratios indicate weaknesses to 
come, remedial measures should be adopted. In certain other cases, the ratios of one firm 
are compared with the ratios of certain selected firms belonging to the same group of 
industries. Such a comparison brings out the relative financial position and performance of 
the business. Similarly, ratios of a business may be compared with the average ratios of the 
industry to which the business belongs. Since each industry has its own characteristics, it is 
useful to evolve the average ratios of the industry. However, this comparison has its own 
drawbacks. One, it may be difficult, if not impossible, to get average ratios for the industry. 
Other firms may not be inclined to supply the information. Two, even if such ratios are 
available, they would represent the averages of the likes and unlike, that is the averages of 
ratios of strong and weak firms put together. At times the spread may be so vast that the 
average may hardly have any usefulness. Three, the averages will not have any significance if 
the firms within the same industry have adopted widely varying accounting policies and 
practices. However, such ratios will be very useful where uniformity in accounting data has 
been brought about and the averages are made of only those firms which are comparable 
with the business in question. 
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Types of Ratios 

Numerous ratios can be worked out on the basis of financial statements of a business. Not 
all the ratios should be studied. Attention should be paid only to significant ratios. In order 
to arrive at a meaningful analysis, selection of a ratio depends on the purpose of analysis. In 
order to have signals of the sickness of a unit, particularly from the point of view of the 
banker, attention should be focused on those ratios which are indicative of the profitability, 
current position and financial stability of the business. From this point of view, a study of 
the following ratios classified under these sub-heads would be most useful. 


A. Profitability Ratios 

1. Cost of production / sales .(%) 

2. Gross profit / sales .(%) 

Or Gross Profit Worth Ratio 

3. Net profit (before tax) / sales .(%) 

4. Net profit (after tax) / Net worth .(%) 

5. Net profit (before tax) / Total assets.(%) 

B. Current Position 


1. Current Ratio.(%) 

2. Total inventory/Sales (days/month) with the following variants: 

❖ Finished goods/Cost sales of (days/months) 

❖ Raw materials/Raw material consumption (days/months) 

❖ Stock-in-process/Cost of production (days/months) 

❖ Stores/Stores consumption (days/months) 

3. Receivables/Credit sales (days/months). 

4. Sundry creditors/Credit purchases (days/months). 

C. Capital base or Financial Stability 

Total debts / Net worth 


An attempt is made to discuss below the technique of computation of the above ratios 
together with their significance and limitations, if any, for the purpose of getting signals of 
sickness. 

A-l Cost of production / sales . (%) 

In operational analysis, this ratio assumes special significance inasmuch as it brings out the 
cost of production as a percentage of sales. The ratio shows how much would be the margin 
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left over after expenses have been met and necessary provisions made. Naturally, the lower 
the percentage of cost of production to sales, the higher the gross profit. The ratio measures 
the operational efficiency of an enterprise. The ratio is worked out as under: 


Cost of production 
Sales 


x 100 


An abnormal increase in the ratio, naturally, gives a signal of sickness. When such a situation 
arises, it necessarily calls for further investigation to find out the causes of the deviation. 

A-2 Gross profit / Sales . (%) 

Or Gross Profit Worth Ratio 


This ratio is made use of for ascertaining the gross earning capacity of a business. Normally, 
this ratio measures the operational efficiency of the business in relation to other businesses 
in the same industry. It is computed by dividing the gross profit by sales as indicated 
below: 


Gross Profit Margin= 


Sales-Costs of goods sold 
Sales 


GrossProfit 

Sales 

Briefly stated, this ratio is indicative of the degree of efficiency with which management 
produces each unit of finished product. It indicates the average spread between the cost of 
goods sold and the sales volume. A high gross profit margin ratio, as it is called, relative to 
the industry average implies that the business produce its goods at a relatively lower cost 
which is a sign of good management. It may arise on account of the following factors: 

♦ Higher sales prices with cost of goods sold remaining the same. 

♦ Lower costs of goods sold. Its sales prices remaining constant. 

♦ A combination of variation in sales prices and costs leading to a widening of the 
margin. 

♦ An increase in the proportionate volume of higher margin per item. 

♦ If the analysis reveals a low gross profit margin ratio it should be taken as a signal of 
sickness, the reasons for which should be examined carefully. Such a situation may 
arise because of higher cost of goods sold due to inability of the business to make 
purchases of favourable items or inefficient utilization of plant and machinery or 
persons or over investment resulting in higher cost of production or due to a fall in 
prices of finished goods, or reduction in selling prices in an attempt to obtain large 
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sales volume with cost of goods sold remaining constant. The moment a falling gross 
margin comes to light, its causes should be enquired into and appropriate remedial 
measures taken without loss of time. 

A-3 Net profit (before tax) / sales . (%) 

This ratio is a very useful tool for measuring the operational efficiency of the business. It 
provides information to judge whether the borrowing unit is in step or out of step with 
other firms in the same industry. The ratio is computed by dividing net profit (before tax) 
by net sales and is normally expressed as a percentage. The net profit is taken to be the 
balance after deduction of all expenses and making provision for depreciation, development 
rebate, etc. It is arrived at, as under: 


Net profit before tax 
Sales 


x 100 


When a business shows a comparative high percentage of profit for a fairly long time, say 2 
to 3 years, it is indicative of a happy position; when the percentage is low and shows signs 
of going down over a long period, it is symptomatic of sickness. While making a study of 
this ratio, one point must be borne in mind that a net profit, even though relatively small 
in amount but at the same time constant over a period of time, is better than a higher net 
profit of a speculative nature. In other words, the guiding principle is that the stability in 
the ratio of net profit to net sales is of more importance than the actual net profit. 

A-4 Net profit (afier tax) / Net worth . (%) 

This ratio shows the degree of success with which the business has been carried on. It 
identifies the earning power of the owners investment. 

This ratio is calculated by dividing net profit after tax by net worth and is generally 
expressed as a percentage. In this connection, net worth means owned capital plus free 
reserves including surplus, of course, after deductions of losses. The ratio is worked out as 
under: 


Net profit 

Capital 

Reserves 

Net profits (after tax) 


Rs 20,000/- 
Rs 2,50,000 
Rs 15,000 
Rs 20,000 
2,85,000 
30,000 


Previousyears 1 losses 
Net worth 


2,55,000 
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Net profit (after tax) 20,000x100 

- L -i-- x 100 = —--= 7.8% 

Net worth 2,55,000 


The ratio measure the maturity of the firm and its relative earning capacity in the context 
of similar firms in the same industry. If the ratio is low or very low, it is a signal of sickness 
warranting investigation into the causes, followed by remedial measures. 

Net profit (before tax) 

Total Assets 

The ratio shows the degree of success with which the operating assets have been used in the 
generation of profits. In a sense, it acts as a test of the economic success or failure of a 
business. 

In its computation, only operating assets should be taken into account and intangible 
assets ignored. It is calculated as under: 


Net profit (before tax) 
Total Assets 


It needs to be noted that net profit depends on many factors and not merely on utilization 
of total assets. It is, therefore, necessary that a study of this ratio be made simultaneously 
with a study of such other ratio like net profit before tax/net sales. At the same time, it is 
necessary that this ratio of a business be studied in the context of the industry average of 
similar firms. If the ratio is low in comparison to the industry average, it is a signal of 
sickness. 

In a broad sense, ratios numbered A-2, A-3 and A-5 bring out the operational efficiency of 
an enterprise. However, there is a little difference in the significance of these ratios, inter se, 
which may be broadly expressed as under: 

Ratio Significance 

Gross profit / Sales Gross operational efficiency 

Net profit (before tax) / Sales Net operational efficiency or margin 

on net sales Net profit (after tax) / Net worth Return on owned funds 

Net profit (before tax) / Total assets Return on capital employed or on total 

assets 
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In the discussion of the above ratios, it has been emphasized that a meaningful interpretation 
can be made if industry averages are adopted as a base. By and large it is difficult, if not 
impossible, to obtain such industry averages. However, it may be mentioned that the Reserve 
Bank of India and ICICI periodically publish average ratios for different industries. 
Consequently, a reference to such publications would necessarily be helpful. 

B-l Current ratio 

This is the most important ratio for the banker. By application of this ratio, the bank tests 
the solvency of the enterprise to meet its obligations in the near future. The ratio also 
indicates the extent to which the current operations are financed from long-term resources 
in case the current assets are in excess of current liabilities. 

This ratio is computed by dividing the current assets by current liabilities as under:- 

. Current assets 

Current ratio =- : ——— 

Current liabilities 

Current assets include, besides cash and bank balances, those assets which are likely to be 
converted into cash within a year such as marketable securities, book-debts, stock-in-trade, 
pre-paid expenses, etc. All obligations are liabilities that are to be met within a year or included 
in the term "current liabilities" such as creditors, bills payable, accrued expenses, bank overdrafts, 
income tax liabilities and even long-term debts maturing in the current year. Thus current 
ratio, in a sense, is the indicator of the short-term solvency inasmuch as it brings out the 
availability of the current assets against the current liabilities. A ratio greater than one means 
that the firm has more current assets than claims against it and, consequendy, is financially 
sound. If the ratio is less than one it indicates insolvency, in other words, emits the signal of 
sickness. As a rule, a current ratio of 2:1 is considered satisfactory. This rule is based on the 
conservative principle - that if worse comes to worst, where the current assets become half 
their value, the business would still be in a position to meet its liabilities. The current ratio 
represents a margin of safety for creditors. The higher the current ratio, the greater the margin 
of safety. In other words, the larger the amount of current assets in relation to the current 
liabilities, the greater the ability of the business to meet its current obligations. However, in 
our considered view, an arbitrary standard of 2:1 current ratio should not be blindly adopted 
under all circumstances - firms with less than this ratio may be doing well, while the firm 
with more than this ratio may be facing difficulties in meeting its obligations. This is so 
simply because the ratio is a test of quantity, but not of quality. It measures the total worth of 
current assets against the worth of current liabilities without measuring the quality of assets or 
even of liabilities. Normally, liabilities need to decrease in value—the whole lot of them have 
to be paid. Against this, the current assets may decline in value, particularly when they 
consist of doubtful debts, slow moving, obsolete or unsalable stock-in-trade. In such cases, 
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the ability of the business to meet its liabilities is hampered and its solvency is threatened. A 
note of caution may be made that not too much reliance should be placed on current ratio, 
and its computation quality of current assets and also components of current assets and 
current liabilities must be gone into. 

Total inventory/Sales 
^ ^ Days/Month 

This ratio shows the speed with which inventory is converted into cash. Investment in 
inventories is taken to be unproductive, if the inventory is not sold for a long time. There is 
little doubt that the item of inventory is of great interest to the banker, both in terms of its 
value and its sickness in relation to the working capital needs and sales volume of the unit. 
The ratio is normally expressed in months. It hardly needs to be stated that the term 
'inventories' includes raw material, work in progress, and finished goods. The formula for 
this ratio is as follows: 


inventory x 12 months 
sales 


months 


Normally, the above formula is adopted by bankers in practice. In this connection, a few 
suggestions are made for improvement. First, it would be better if the cost of sales is taken 
into account in place of sales because sales always include the element of profit. With this 
modification, the ratio would give a better idea of the total stock normally maintained by a 
business unit. Secondly, an attempt should be made to have a break-up of inventories into 
finished goods, raw materials, stock-in-process or work-in-progress and stores. If this 
information is made available, then the following ratios may also be worked out and duly 
studied. 

a. Finished goods / Cost of sales (in days/months) 

b. Raw material / Material consumed (in days and months) 

c. Stock-in-process / Cost of production (in days/months) 

d. Stores / Stores consumed (in months/days) 

The above ratios are computed as under: 

Finished goods x 12 months 

a. -=.months 

Sales 


Rawmaterialx 12 months . 

b - : - 7 -=.months 

Material consumpticn 
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c. 


Stock — in — processx 12 months 
Cost of production 


months 


, Stores x 12 months 

a • -=.months 

Stores consumption 

The above ratios would show the proportion of each item of inventories in terms of the 
other relevant element such as raw material consumed or cost of sales, etc. In computing 
these ratios, a precaution should be taken to see that each item of inventories has been 
valued on a consistent basis. A study of such ratios would be a good guide on inventory 
turn-over. If, from the study, it appears that the business is carrying an element of inventory 
in excess of the normal requirement, it would show signs of sickness. 

Receivables/Credit sales 
B'3 days/months 


This ratio, also known as 


Average collection period 


"average collection period", is computed as under: 

Debtor x 12 months , 

---=.months 

Credit sales 


This ratio is employed to show the quality of receivables and probability of the arousal of 
bad debts. It measures the quality of debtors by indicating the rapidity or the slowness 
with which the debts are collected. The shorter the average collection period, the better the 
quality of debtors. The average collection period should be studied in the context of the 
units policy, for example, the credit period granted by the unit is, say, 30 days and its 
average collection period comes to 45 days, it would go to show that the debtors are 
outstanding for a longer period than desired. An unduly long collection period indicates a 
too liberal and inefficient credit and collection performance which, in turn, delays collection 
of cash and adversely affects the paying capacity and increases the chance of bad debts. All 
this can be taken as a pointer to sickness. At the same time it may be noted that too small 
collection period is not necessarily a favourable sign. More often than not, it would indicate 
a very restrictive credit and collection policy. It may reveal that because of the fear of bad 
debts, the unit sells goods on credit only to select customers whose financial position is very 
sound and who are particular in making prompt payments. Such a policy tends to, unduly 
curtail sales and thereby lower profits. If such a situation comes to notice, the unit may be 
advised to cautiously relax its credit and collection policy in an effort to boost sales and 
thereby increase the profits. 






Chapter 13: Symptoms for Detecting Sickness in Small-scale Industries ■ 317 


In comparing this ratio at a certain point of time with similar ratio pertaining to other 
points of time of the same business, it would be further advisable to compare such ratio 
with the industry average. If there is a marked degree of difference between the ratio of the 
unit and the industry average ratio, the causes should be enquired into. Inquiry may bring 
to light, whether the business is relatively managing its debts more efficiently or otherwise, 
or even point to the fact that its credit and collection policy is too liberal or too restrictive. 
More important than this is to study what would be the effect of various changes that can 
be made to credit and collection policy, on the volume of sales, profit and liquidity of the 
sales. After such a study, desired changes may be made to secure the maximum advantage. 

Sundry creditors 

B-4 -:- 

Credit purchase (days/months) 

The formula for computing the ratio is as under: 

Sundry creditors x 12 months 

- = .months 

Credit purchases (days/months) 


This ratio is indicative of the average period of credit which is being enjoyed by the business 
unit on account of the supplies of raw materials. The longer the period, the happier the 
position for the business indicating that, to the corresponding extent there is no need for 
raising funds from others. For example, if the firm can get raw materials on credit for three 
months, it can extend credit facilities to its customers for a corresponding or slightly shorter 
period. If the ratio is comparatively high, it may indicate either of the two situations - one, 
the firm is in a strong position to dictate terms to the suppliers of raw materials (a very 
healthy sign) or, two, it is suffering from a shortage of cash. In the latter case, i.e., cash 
shortage, it may be taken for granted that the firm is on the way to sickness, if not actually 
sick. 

C. Debt/Net worth 

This ratio is popularly known as “debt equity ratio” and is very commonly used. Yet, there 
is no well recognized mode of its computation as also there is no definiteness in its concept. 
The ratio is calculated in the following three ways: 

a. In certain financial circles, the ratio is worked out by dividing the long-term debts, 
i.e., the total shareholders' equity (equity of ordinary shareholders along with that of 
preference shareholders). When so conceived, the ratio has the following formula: 

Long-term debt 

Debt equity ratio = - 

Shareholders equity 
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In its computation, past losses, preliminary expenses and deferred revenue expenditure and 
such other fictitious assets are not taken into account. In other words, these items are 
excluded from the shareholders' equity. Since shareholders equity is another name of net 
worth, this ratio is also called “debt/net worth ratio” or “debt to net worth ratio.” 

b. A variant of the ratio is to divide the total debts, i.e., total liabilities by the shareholders' 
equity. This ratio is worked out by application of the following formula: 

Total debt 

Debt equity ratio =- 

Shareholders equity 

Note: Total debts include current liabilities as well as other liabilities. 

Incidentally, a passing reference may be made to a controversy as to whether, for purposes 
of this ratio, current liabilities should be included in debts or not. One view is that, current 
liabilities should be excluded on three-fold grounds, namely (1) current liabilities exist for 
a very short period of time and the ability to pay them is reflected by the liquidity ratio (2) 
no significant amount of interest is paid on current liability (3) current liabilities generally 
fluctuate within a very wide margin during a year and interest does not bear any relationship 
with the book value of current liabilities as shown in the balance sheet. On the contrary, 
the other view is that current liabilities must be included in computing the debt equity 
ratio on certain grounds, namely, (i) current liabilities represent as much obligations of the 
business enterprise as do the long-term loan and as such, current liabilities occupy the 
same position of importance as long-term loans in the determination of risk of the enterprise 
(ii) by and large, bank loans, as a component of current liabilities, are used as a substitute 
for long-term loans in India (iii) current liabilities carry the same element of cost as to the 
long-term loans, and (iv) short-term creditors, at times, exert more pressure on the enterprise 
and thereby restrict the activities of management than long-term creditors. On balance, it 
would be safer to include short-term liabilities in the definition of debts, for purpose of the 
calculation of this ratio. 

Whatever the manner in which the debt equity ratio is calculated, the ratio brings out the 
extent to which debt financing has been used in the business. The higher the ratio, the 
greater the claims of creditors as compared with those of owners. A very high ratio should 
be looked upon as an unfavourable sign for the enterprise, simply because it introduces 
inflexibility in the operations of the enterprise arising from increasing interference and 
pressures from creditors. At the same time, a high debt ratio indicates the limited ability of 
the enterprise to borrow further funds. If further borrowings are to be made, the chances 
are that, they can be made on very restrictive terms or conditions. For example, the creditors 
may require the enterprise to maintain a certain level of working capital, place restrictions 
on payments of dividend or place limits on expenses, etc. Incidentally, high indebtedness 
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may result in heavy loan pressures and thereby, restrict the exercise of independent business 
judgement. In periods of depression, the enterprises may not be able to earn sufficient 
profits to meet the charge of interest. On the other hand, a low debt-equity ratio indicates 
a greater claim of owners than that of creditors. From the view-point of creditors, it may 
indicate a sound capital structure, simply because a high proportion of equity necessarily 
means a larger margin of safety for creditors. During periods of low profits, it would not be 
a formidable problem to meet liability for interest on loan. However, in periods of prosperity, 
from the point of view of shareholders, it is a disadvantage to have a low debt-equity ratio. 
This is so because the higher the debt-equity ratio, the larger the shareholders' earning 
when the cost of debt is less than the firm’s overall rate of return on investment. Therefore, 
always, there is a need to strike a proper balance between the debt and equity. No rule of 
thumb can decide the proper balance—every situation has to be studied and a proper 
balance had to be evolved. 

Limitations of Ratio Analysis 

There is no doubt that ratio analysis is the most significant technique of financial analysis 
because it enables the analyst to determine the ability of an enterprise to meet its current 
obligations. It also determines the extent to which the enterprise has used its long-term 
solvency by borrowing funds. It also measures the efficiency with which the assets have 
been used in generating the revenues. In short, it is the best technique for determining the 
operating efficiency and performance of a business enterprises. However, a word of caution 
needs to be sounded in the use of ratio analysis—it may yield erratic results. Ratio analysis 
has its own analysis. 

First, numerous ratios can be worked out. However, the analyst should bear in mind the 
main objective of analysis and, with that end in view, he should concentrate only on the 
significant ratio. Insignificant ratios should be left out of the ambit of study. If all the ratios 
are considered, the analyst would not be able to see the wood for the trees. From the point 
of view of sickness, we have dealt with the significant ratios giving broadly the formula for 
their computation and the objectives for which they are employed. 

Secondly, the ratios of an enterprise should be compared with corresponding ratios of 
similar enterprises in the industry. Such a comparison would indicate that if the enterprise 
is significantly out of step with its competitors. However, industry averages or ratios are not 
available as in our country, since no attempt has been made to compile any comprehensive 
industry ratios. 

Thirdly, at times, comparative study of ratios is rendered difficult because of differences in 
situations of two enterprises or even of one enterprise over a period of time. As a matter of 
fact, no two enterprises are identical. Likewise, factors influencing the performance of an 
enterprise in one year may radically change in another year. Thus, the comparison of ratios 
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of two enterprises becomes difficult, if not meaningless, if they are operating in different 
situations. 

Fourthly, at times, changing price-levels make the interpretation of ratios almost invalid. 
Accounting postulates assume that the value of money does not change. However, in reality, 
it does change and more often than, not insignificantly and perhaps even critically. Assets 
acquired on different dates during a period of changing price levels, though identical, 
would be expressed in different rupee figures. Thus, the comparison would be rendered 
erratic. Similarly, if a firm has purchased its assets at a time when prices were low and an 
other unit has done so at a time when prices are high, equal rate of return on investment in 
both the firms should not be interpreted to mean that the firms are equally profitable. 

Fifthly, the accounting vocabulary suffers from vagueness to a certain extent. For instance, 
cost may mean prime-cost, factory cost, office cost or total cost. Similarly, market price may 
mean selling price or replacement cost. Likewise, the term 'depreciation' may be employed 
to mean various concepts. Two firms may use the same term in different senses which may 
render the comparison almost meaningless. At the same time, there is difference of opinion 
as to what should be included in net-worth or shareholders' equity or current assets or 
current liabilities and so on. There is controversy as to whether preferential capital should 
be included in the term 'debts' or as to whether current liability should be included in 
debts in the computation of debt-equity ratio or as to whether intangible assets should be 
ignored in the computation of return on investment. Similarly, profits may be used in 
different senses by different enterprises. In ratio analysis, therefore, the analyst should first 
be clear in what sense such expressions have been employed before actually relying on such 
expressions. Otherwise, the result of analysis would be misleading. 

Sixthly, ratios are of great use only when they are analyzed over a number of years. Ratios at 
a particular moment may suffer from certain temporary factors. 

Seventhly, ratios are generally worked out on the basis of balance sheet and profit and loss 
account. These documents are prepared at the end of an accounting period. Thus, the 
ratios fail to reveal the changes which might have taken place between the first date and the 
last date of the accounting period. Sometimes, such changes may be vital. As a matter of 
fact, it is only the management which is in a position to work out such ratios by obtaining 
them between dates of two balance sheets. 

Eighthly, ratios are calculated on the basis of the profit and loss account and the balance 
sheet. These two documents are basically historical in nature. Consequently, ratios indicate 
what had happened in the past. Against this, the analyst is more concerned with the future 
rather than with the past. 

This short resume brings home the limitations of ratio analysis and warns the analyst of the 
dangers involved in blindly relying upon ratio-analysis. 
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FUND FLOW ANALYSIS 

Fund statements summarize the changes in financial elements between two balance sheet 
dates. These statement are the statement of sources and application of funds, Statement of 
Funds - Supplied and Applied, Funds Statement, Statement of Resources - Provided and 
Applied, 'where got and where gone' statement, and Statement of Changes in Working 
Capital, etc. As a general rule, the term "funds" refers to capital funds rather than cash. The 
primary object of the fund statement is to reflect the causes of changes in the working 
capital during the given period. Thus, a fund statement is broader in its concept than a 
statement of cash receipts and payments. 

From the management's point of view, a fund statement has internal as well as external use. 
Through the disclosure of the factors affecting working capital in the past, the statement 
serves as an important instrument in the control of working capital and in the effective 
utilization of resources in the future. Externally, the statement represents vital means of 
communication. It shows all vital data concerning the source and uses of the resources 
during a given period. Fund statements are being increasingly made use of. They are of vital 
interest to bankers and financial institutions. 

Sources and Uses of Funds 

A balance sheet is just a summary of the position of working funds and their investment in 
different assets as on a certain date. Since the fund flow statement is prepared on the basis 
of two balance sheets, the source and the uses of funds can be ascertained by working out 
the increase or decrease in various items of the balance sheet. For instance, an increase in an 
asset account means a commitment or resources for that purpose, a use, while an increase in 
a liability or capital signifies an inflow of funds, a source. No standard format has been 
prescribed by any accounting institute. However, the details of the sources or uses of funds 
are generally reflected in a fund flow statement under the following sub-heads: 

Sources 

1. Increase in operational profit 

2 . Increase in income from investments 

3. Sale of fixed assets 

4. Sale of investment 

5. Decrease in current assets 

6 . Increase in liabilities 

Any unusual source, e.g., recoveries from a legal action. 


7. 
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Uses 

1. Increase in operational losses. 

2. Making investment. 

3. Purchase of fixed assets. 

4. Repaying loans. 

5. Increases in current assets. 

6 . Meeting unusual payments, e.g., costs of a legal action. 

Objectives of Funds Flow Analysis 

Briefly stated, a fund flow analysis attempts to answer the following questions: 

1. How have the net working funds decreased despite the fact that the net income has 
gone up? 

2 . How have the dividends been declared in spite of operational losses? 

3. How have the current and fixed assets been financed? 

4. How have the sale proceeds of fixed assets been utilized? 

5. How have the term borrowings been reduced? 

6 . How have the profits been ploughed back in the business? 

7. To what extent have the short term borrowings been utilized for holding current 
assets? 

There is no doubt that the answer to the above questions would give revealing information 
about the health or otherwise, of the unit. They would bring to light at least the symptoms 
of sickness. For example, if the net income has gone up, but at the same time the working 
funds have decreased, it may be a symptom of sickness, particularly when the surplus 
income has been applied in wasteful expenditure or in distributing profit wantonly to the 
owners of the business or in purchasing unwanted assets. Likewise, if there are losses or 
inadequate profits, prudence suggests that no dividends should be distributed unless there 
are past profits and the non-declaration of dividends is likely to affect the market price of 
the shares adversely. If the dividends have not been declared in consonance with a sound 
dividend policy, it may be indicative of income sickness. It is a wholesome proposition to 
finance current assets out of current liabilities and fixed assets out of fixed liabilities or out 
of share capital or debentures. 

Any departure from this principle is likely to highlight signals of sickness. If the unit has 
earned handsome profits, prudent financial management suggests that suitable transfers 
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may be made to the general reserve to strengthen the financial position of the unit, and out 
of the balance, a reasonable amount of profits may be distributed amongst the owners of 
the business. If the transfers to general reserves are more than adequate in relation to the 
requirements of the unit, the surplus may be invested elsewhere. In any case, the funds 
should not be permitted to remain idle or unutilized. If, however, something contrary to 
this has been practiced, it may be a sign of ill-health. Whenever limits for loans have been 
sanctioned, precaution should be taken that the whole of the limits are not availed of fully 
at one and the same time. Limits should be availed of as and when the need arises. If the 
limits are availed of fully, at the very outset, the unit may not be able to make full utilization 
of the funds so secured but, at the same time, it would be burdened with the charges of 
interest. If any imprudent policy has been practiced, it would give a signal that there is 
something wrong. It is thus clear that the funds flow study attempts to throw up significant 
warning signals. 

Exercise 

It is thus clear that funds flow statements bring out the trends in the movement of funds. 
At this stage, it would be worthwhile to give an illustration to explain what a funds flow 
statement is. 

Balance sheets of ABC Firm as on at 31st March, 2004 and 2005 along with the changes 
in each item are given below: 


ABC Firm 

CONDENSED BALANCE SHEET AS ON 31st MARCH . 2004 & 2005 

(Rs in VO) 


Assets 

2004 

2005 

Change 

Cash 

13 

23 

-10 

Accounts receivable 

133 

M3 

+20 

Stock 

157 

160 

-3 

Prepaid expenses 

18 

14 

+4 

Total current assets 

321 

310 

+ 11 

Fixed assets 

MOO 

1050 

+50 

Less: Accumulated depreciation 

440 

400 

+40 

Loans and advances 




(long-term) 

50 

42 

+ 8 

Total assets 

1031 

1002 

+29 
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Liabilities 

2004 

2005 

Change 

Sundiy creditors 

85 

80 

+5 

Dividends payable 

7 

9 

-2 

Bills/payroll 

8 

35 

-27 

Short-term debt (Bank) 

20 

18 

-2 

Total current liabilities 

120 

142 

-22 

Long-term debt (Bank) 

300 

275 

+25 

Share capital 

180 

160 

+20 

Retained profits 

431 

425 

+ 6 

Total liabilities 

1031 

1002 

+29 


INCOME STATEMENT FOR THE YEAR ENDING 31st MARCH, 2005 

(Rs. in 00) 


Net sales 

Cost of goods sold 
Gross profit 

Selling and administration expenses 
Profit before interest and taxes 
Interest on debt 
Profit before taxes 
Other income 

Taxes 

Net profits 

Cash dividends 
Retained Profits 

ABC FIRM 

FUNDS FLOW STATEMENT FOR THE YEAR 2005 


960 

780 

180 

96 

84 

20 

64 

3 

67 

26 

41 

35 

6 


(Rs in VO) 


Sources of funds 
Decrease in cash 

Decrease in stock 
Increase in sundiy creditors 
Increase in short-term credit 


10 

3 

5 


2 
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Increase in long-term debt 25 

Increase in share capital 20 

Increase in retained income in the business 6 

Total sources of Funds 71 

Use of Funds: 

Increase in accounts receivable 20 

Increase in prepaid expenses 4 

Increase in fixed assets 10 

Increase in loans and advances to affiliated concerns 8 

Decrease in dividend payable 2 

Decrease in bills payable 27 

Total uses 71 


Funds generated from operations: 

Retained profits 6 

Add depreciation 40 

46 

*Depreciation does not actually create any funds, it is just a book entry. The retained profits are raised by depreciation, 
and change in fixed assets is stated in terms of gross value in statement (10 + 40 = 50 ). 

For understanding changes in the funds management, it is better to classify sources of 
funds into long-term and short-term. 

Long-term sources of funds include: 

i. Funds generated from operations. 

ii. Increase in capital, term loan, debentures, deferred payments, liabilities, public deposits 
etc. 

iii. Decrease in fixed assets, inter-corporate investments, advances and other non-current 
assets. 

Short-term sources of funds include: 

i. Increase in bank borrowings and other current liabilities. 

ii. Decrease in inventories, receivables and other current assets. 
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Similarly, uses are then classified into long-term and short-term, as under: 

Long-term uses include: 

i. Increase in fixed assets, corporate investments and advances and non-current assets. 

ii. Decrease in term loans, debentures, deferred payment liabilities, public deposit, etc. 
Short-term uses include: 

i. Decrease in short-term bank borrowings and other current liabilities. 

ii. Increase in inventories, receivables and other current assets including cash and bank 
balance. 

The classification of sources and uses into long-term and short-term greatly facilitates a 
study of the flow of funds. It is a sound principle of financial management that long-term 
sources should at least be equal to, if not exceed, the long-term uses. Long-term sources 
may be utilized for short-term uses (but not vice versa). Where long-term uses are 
predominant, it is indicative of the short-term sources, particularly bank borrowing, i.e., 
operating or working capital, being used for financing long-term uses to the extent of the 
shortfall. This heralds oncoming sickness. The point of issue is illustrated by the following 
example: 

XYZ FIRM 

BALANCE SHEET AS ON 3 I st MARCH 1995 and 1996 


(Rs in 'OOO) 



1996 

1995 


1996 

1995 

Bank credit (short-term) 

475 

290 

Cash 

11 

7 

Sundiy creditors 

178 

161 

Stock 

291 

229 

Loans (short) from others 

63 

78 

Sundry 

debtors 

301 

292 

Other current liabilities 

51 

42 

Stores 

5 

4 




advances 

(short-term) 

43 

22 


1996 

1995 


1996 

1995 

Current liabilities 

767 

571 

Current 

651 

554 




assets 



Term loans from banks 

184 

174 

Fixed 

396 

300 




assets 



Deposits (long term) 

51 

53 

Less accumulated 

51 

53 

from friends/relatives 



Depreciation 

40 

30 





256 

270 

Capital 

75 

100 

Goodwill 

70 

54 


1077 

878 


1077 

878 
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Income Statement Data: 1986 

Sales 319 

Gross profits 50 

Selling, administration and general expenses including depreciation 40 

Net profit after tax 10 


XYZ FIRMS 



FUNDS FLOW STATEMENT 

For theyear ending 31st march, 2000 

(Rs in 1 000) 

Source use 




Long-term funds generated 


Long-term increase in 


from operators 

20 

fixed assets 

96 

Increase in term loan 

10 

Decrease in net worth 

41 

Increase in deposits from 




friends and relatives 

18 




48 


137 

Source 


Uses 


Short-term increase in bank 

185 

Increase in cash 

4 

borrowing 




Sundry creditors 

17 

Increase in stock 

62 

Other current liabilities 

9 

Increase in stores 

I 



Increase in sundry debtors 

19 



Increase in advances 

21 



Decrease in loan (short) 

15 


211 


122 


259 


259 


Long-term sources are Rs 48,000 whereas increase in long-term uses is Rs 1,37,000. This 
means that short-term sources are used for long-term uses, to the extent of Rs 89,000. 
Among the short term sources, bank borrowing is an important item. Hence, bank borrowings 
are partly used for long-term uses, i.e., for acquiring fixed assets or for withdrawal. This is a 
common cause for - and an unmistakable signal of - incipient sickness. 

If carried out properly, the study of funds flow can shed light on many aspects of the 
business. If the net working funds have been decreasing year after year as a result of a 
decrease in the operating profits, it is a sign of sickness. There can be a case where the 
income has gone up, but the net working funds have gone down. In such a case, certain 
inquiry should be made as to how the net income has been utilized and that enquiry would 
disclose whether there is any cause for sickness or not. Similarly, if the dividends have been 
declared despite losses in the current year, it may amount to dissipation of funds, heralding 
sickness. Likewise, if fixed assets have been financed out of current liabilities, it is a sign of 
poor financial management. Such a study also throws light on the central issue whether the 
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funds have been acquired to meet the needs of the business in the desired manner. If the 
funds have been used in a new source of investment or in the new asset, that may give rise 
to the question of measuring the profitability of the new investment. Like-wise, this study 
would reveal if the management of current assets is being carried out efficiently. An investment 
in current assets largely depends on the profitability, liquidity and risk of the business. 
There is always an element of conflict between profitability and liquidity. If sufficient 
funds are not invested in current assets, the business may suffer from want of liquidity. On 
the other hand, if more than adequate current assets have been acquired on the excess 
investment so made, the business loses profitability. Further, such a study also indicates 
how the sale proceeds of investments or fixed assets have been utilized. If the sale proceeds 
are lying idle, it is indicative of poor financial management. On the other hand, it may 
redound to the credit of the management if such proceeds have been properly utilized to 
finance the working capital requirements or fixed capital requirements or else invested in 
some securities. If the business has made profits and cash generated thereby is lying idle, it 
is a bad sign. Similarly, if the borrowings have not been fully utilized for business purpose 
or have been invested in sources yielding less than the interest that such borrowings carry, 
it is indicative of sickness. In conclusion, therefore, it may be said that funds flow study is 
a very wholesome technique giving advance warning signals of sickness. Consequently, it 
should always be carried out with the care and attention it deserves. 

SUMMARY 

This chapter discusses various symptoms and methods of detecting sickness in an industry. 
Some of the tools discussed in this chapter for detecting sickness are: comparative operating 
statements, income statements, balance sheet, ratio analysis and funds flow statements. 

REVIEW QUESTIONS 

1. ‘Prevention is better than cure’ - justify the statement in the context of small-scale 
industries. 

2 . Suggest as to how and where the signals of sickness would be detected? 

3. How can Ratio analysis help in detecting sickness. 

4. Study the balance sheets of various small-scale industries and by applying fund flow 
analysis, detect whether the industry is sick or healthy. 

5. Despite the fact that various methods are available for detecting sickness, why could 
sickness not be detected in Indian Industries at an early stage? 

Suggest various methods for detecting sickness at the initial stages itself. 


6 . 




^ Causes of Sickness in 
Small-scale Industries 


LEARNING OBJECTIVES 

After reading this unit, you will be able to understand: 

• Mismanagement 

• Marketing 

• Implementation Lacunae 

• Poor Information System 

• Energy Problem 

• Improper Technology 

• Overtrading 

• Psychological Melodrama 

• Lack of Financial Control 

• Competition and Cost of Production and Raw Material 

• Improper Human Resource Management 

• Problems of Entrepreneurs in SSIs 

• Other Constraints Causing Sickness 

• In-built Unfavourable Policies of Government/Institutions Leading to Sickness 


Meet Pawan Ruia, age 48, commerce & law graduate who is also a certified Charted Accountant & 
Company Secretaiy. He worked for HLL and Shaw Wallace for a_year and then decided to go on his own. 
Worked as merchant banker during the bull run in 1991-92. Initially he tried into Chemicals and textiles but 
his acumen for generating profits where others are making losses was first spotted when he set up 
Kamalpur Sugar Mill in Uttar Pradesh, at the time when sugar mills were shutting down in UP. The 
company is still making profits. His testimony of turning sick units to profit centers was registered when 
he bought lessop, a government owned heavy engineering major, which was making losses in 2003 he 
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worked hard daly and night and lessop registered profits in 2006 (after making losses for more than a 
decade). This is not it, he courageously bought Dunlop in 2005 which was shut down in 1999. He has 
restarted the Ambattur Plant near Chennai in August 2006 and also plans to restart Sahagunj plant near 
Kolkatta both part of Dunlop tyres. Not only this he has also bought Hirakund Cables, a manufacturer of 
transmission towers, and IDOCL, a steel rolling mill from the government of Orrisa, both the units were 
sick. The benefits that he states for buying sick units is it takes lesser time to turnaround than to establish 
a venture, the experienced employees are available, moreover it also lights up hope (and hence motivates 
them) in the heart of employees and their families who are running out of money and resources to meet 
two SQuare meals a day! Keep Going Mr Ruia! 

As far as the causes of sickness in small-scale industry are concerned, it cannot be attributed 
to a single factor. In fact, it is an outcome of the cumulative effect of many factors/causes 
working simultaneously which may not be closely inter-related on even interdependent. 
The important causes of industrial sickness can be classified as: 

1. External causes, and 


2. Internal causes. 



The Various Causes of Industrial Sickness 


External Causes: The external causes are beyond the control of the industry, and usually 
effect the industry group as a whole, e.g., 

♦ Non-availability of raw material (or irregular supply, or availability at high prices). 

♦ A general recessionary trend in the economy which affects the overall performance of 
the industrial units. 

♦ High cost of production facing a low realization of sales revenue. 

♦ Irregular supply of vital inputs such as power, water, transportation, etc. 

♦ Fiscal irregularities such as those possible in excise duties, import duties, etc. 

♦ Unfavourable change in government/institutional policies. 
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♦ Industrial strikes, unrest, etc. 

♦ Natural calamities such as drought, earthquakes, flood, etc. 

Internal Causes: Internal causes are within the control of the industry. It may be an outcome 

of some internal deficiencies or shortcomings in its various functional areas such as marketing, 

management production, finance, etc. Most of the causes of industrial sickness are, however, 

due to internal factors such as: 

♦ Lack of control on key areas like management, finance, marketing, inventory, etc. 

♦ Shortage of working capital. 

♦ An improper demand forecast for the products to be sold. 

♦ Inappropriate choice of technology, non-flexibility of fixed assets, wrong location or 
layout of industry. 

♦ A defective capital structure especially on account of delayed constructions and 
operations, resulting in cost overruns and non-budgeted borrowings interest burden 
therefrom. 


MISMANAGEMENT 

A mismanaged unit is, in fact, a sick unit. Management must be intelligent, brilliantly 
capable, decisive, innovative, very efficient and assuring. In most of the sick units, 
management fails to take proper decisions on routine matters. Important decisions regarding 
site selection, production process, promotion avenues, marketing management, etc., are 
often ignored. 

Compared to large-scale industry, management in small business is inherently more difficult 
and complex due to its nature of single management band. Mostly, small industry is managed 
by an entrepreneur having experience in only one or two functions, usually production and 
selling. He is, therefore, most likely to err in other core operational areas like auditing, 
human resource management, planning, finance, etc. As all these activities require highly 
specialized skills, it becomes almost impossible for a single man to specialize in all of these 
fields. As a result, all areas of small business are not effectively managed. Hence, inefficient 
management makes the small-scale units highly prone to sickness. 

Moreover, dynamism in management is generally found missing in these units. The ancestral 
and traditional businesses are mostly reluctant to introduce change. For example, M/s 
Ashgar Ali Mohammad Ali prefers to sell their much-in-demand rose water in the same 
crude, old fashioned bottles with old sampling method. Generally, the senior-most (old) 
man takes decisions regarding the product and he would generally stick to the same old set 
pattern. The unit would not respond to the changing environment of the market. Under 
such static conditions, the unit is bound to become sick. As a word of caution, the 
introduction of change does not mean that the management should become over-dynamic 
or over-enthusiastic and start diversifying the product or the whole business indiscriminately. 
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In a study of 30 industries undertaken by the author, it was interesting to note that the 
management in public sector lacks decision making as compared to private sector. If two 
new managers of the same capacity/capability are set - one in the public sector and the 
other in the private sector - both facing the same situation, it will be seen that after, say, a 
period of 10 to 15 years the manager in public sector would avoid taking decisions, initiatives, 
innovations and further his own personal development, whereas the one in the private 
sector would be more enthusiastic about his performance evaluation, more innovative, 
dynamic and enterprising. Regular training and performance based reward and punishment 
systems have enhanced management effectiveness in private sector, whereas, these facilities 
are generally missing in public sector. 

Why is there a lack of decisiveness and decision-making in these managers? The managers 
are, actually, not to be blamed for this. In the public sector, say a manager takes decisions 
on certain new issues and shows dynamism. If he succeeds in his endeavour, he rarely gets 
reward or recognition for his efforts are ever made but in case he fails, there is a pretty good 
provision for discouragement and by way of adverse repercussions, though in both the cases 
there is no financial support. So, with no financial incentive, why should he risk unwanted 
success or failure? 

Analyzing the situation, it would be worthwhile to quote Mr B K Sinha in his article Public 
Enterprise, about the steps needed to improve management: 

1 . "The most important of the resources in an industrial enterprise is the human resource 
- all other resources like material, money or machines are ultimately to be managed 
by 'men' and if only an enterprise knows how to manage its men in a manner that can 
make them give their best, it knows how to manage the rest. 

2 . The first and foremost requirement for motivating a human being is to accept him as 
he is with his strengths and weaknesses and not to ever take him for granted. 

3. Management is a team function where individual excellence has no place, if it does 
not contribute to the team's performance. 

4. The real custodian of management's interest is the management itself, the larger part 
of which belongs to the young generation which has been allowed to get disillusioned 
and alienated from the management process. 

5. The younger generation is wedded to the organization for a much longer period and 
has much greater stakes in its future than the seniors who are awaiting their day of 
retirement. 

6 . Not all, but some in the young generation would always have ideas which may look 
quite simple and may not conform to existing systems or beliefs of the organization, 
yet, they are capable of bringing revolutionary changes in the organization. 

7. The younger generation has been brought up in a society which is far more complex 
than what it used to be 40 or 50 years before and, hence, can adapt itself to the 
complex business situations of today far more readily than its predecessors. 
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Further, there is a lack of proper delegation of authority, concentrated decision making 
attitude, unclear superior-subordinate relationship and power sharing and an intense lack of 
a congenial atmosphere for a productive-prone environment in the management of small 
business. It should not be forgotten that sickness is the result of our ignoring the wisdom of 
ages that Abraham Lincoln embodied in three aphorisms over a century ago. The remarks that 
follow are by M S Gujral in his article Industrial Sickness — Causes and Cure, published in the 
Economic Times dated August 9,1984, and they are still applicable in the present scenario. 

1. "You cannot strengthen the weak by weakening the strong". (Substitute 'union' for 
the weak and 'management' for the strong in the present context). 

2. "You cannot help the wage earner by pulling down the payer". (Substitute 'wage 
negotiations' in the present context). 

3. "You cannot keep out of trouble by spending more than you earn". (Substitute 'deficit 
financing of corporation' in this context). 

MARKETING 

Most of the sick units suffer from inefficient marketing management. Small business generally 
adopts a traditional way of marketing where 'more' is regarded as 'better'. If marketing 
places a continuous reliance on the promotion of material consumption, it would lead to a 
prosperous stage of industrial growth. This notion had served well initially, but with rising 
constraints such as limited resources, economic factors, environmental factors, etc., moving 
on the same, traditional paths of marketing appears questionable. The traditional marketing 
system is one of the major cause of sickness in SSIs. 

Most small-scale industries become sick mainly because of their inability to market their 
products for various reasons such as poor quality of products, lack of market informations, 
poor advertising, obsolete technical back-ups, less competitive potentials, lack of 
professionalism, etc. Though the government has been quite protective in reserving around 
860 items exclusively for SSIs, the sector still faces some serious marketing handicaps. Most of 
the SSIs that act as ancillaries to large industry, are forced to restrict their sales to the local 
market only, which leads to accumulation of stock coupled with lack of demand and 
deficiency of working capital to procure raw material and other physical resources to keep the 
unit moving. The restructive marketing scenario thrust on SSIs compels them to restrict their 
scale of operations, and forgo economies of scale that could lead them to optimum position. 

The ancilliary industries often face various problem of marketing like; (1) absence of a 
structured pricing system, (2) inadequacy of technological support, (3) delayed payments 
by their parent units, (4) interference in decision-making by parent industry, (5) non¬ 
adherence to quality and delivery schedules, etc. 
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IMPLEMENTATION LACUNAE 

In cases of newly established small business, it often faces a delay in the implementation of 
its plans. For instance, a delay in the construction of the building within the scheduled 
time, would lead to delay in the installation of plant and machinery and consequently the 
working capital could not be used in time, etc. If initial functions are delayed further, 
production and sales automatically get affected. Inability to implement the contingency 
plan in time, would in turn, delay the release of further installments of loans from the 
financial institutions. Side by side, costs also shoot up and the demand projections become 
obsolete. It is obvious that in such cases of sequential delays in implementation of plans, 
sickness is anticipated from the very initial stages of a project. 

POOR INFORMATION SYSTEM 

Extremely poor information and reporting system is a normal feature in SSIs, where accounts, 
cash flow planning, costing, budgetary control, breakdowns, sales revenues, financial 
statements, statement of chargeable current assets, etc., are not properly reported on a day- 
to-day basis. At the same time, there is an intensely low level of communication and 
information system. The information department needs to be set up to strengthen small 
units. 


ENERGY PROBLEM 

Shortage of power have done irreparable harm to SSIs in most of the states. Only a few years 
ago, some 2000 SSIs having nearly 20,000 workers were denied power by the Haryana 
State Electricity Board. HSEB was blamed for its general apathy towards the demand of 
SSIs and it resulted in the closure of these units. Similarly, most of the engineering and 
plastic industries have suffered greatly due to acute power shortage in UP, Orissa and MP. A 
better managed power sector and energy policy is required to save the SSIs from falling sick 
due to this avoidable lacuna. 


IMPROPER TECHNOLOGY 

Obsolete technology and crude technology has been one of the major causes of sickness in 
small units. Frequent breakdowns, inefficiency in machinery performances due to inadequate 
maintenance, and delays in renovating or replacing the machinery is a normal feature in 
these industries. The situation is made worse when, instead of using the funds for depreciation 
or development rebates, these liquid funds are diverted towards new and unrelated activities. 
This may help in the short run but will always make things difficult in the long run. "The 
last few years have seen a growing infusion of modern technology and as the market has 
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become more competitive, the weak, the infirm and the static among the units find it 
difficult to survive. Since a crucial element in the scenario has been technology, arrangements 
have to be made immediately to ensure its widest possible spread. During the last decade, 
increase in capital has been of order of 6.24 per cent, but the contribution of technology to 
modernization has been just about one per cent. At times, technology means risk capital. 
More importantly, the state government lacks the managerial personnel with the necessary 
know-how and dynamism to man key positions in the units which are taken over. Even if 
the government can find such technically qualified and business-oriented persons, it should 

give them adequate freedom of action.Yet, more of these measures will never work until 

the workforce comes to realize that it, too, has a stake in keeping a unit going." The Economic 
Times , New Delhi, August 25,1994. 

OVERTRADING 

The firms grow at a faster rate than they are able to finance from internally generated cash 
flow and bank borrowings. The firm focuses only on sales, regardless of whether or not, the 
same is profitable. Profit margins are reduced and unprofitable buyers are wooed just to 
increase the (unprofitable) sales growth. There is also shortage of cash because the unit's 
sale, stock levels and general sales grows faster than their capital allows. A unit managed in 
such a fashion is bound to become sick. 


PSYCHOLOGICAL MELODRAMA 

Interestingly, the entrepreneurs - promoters of sick units never accept the blame for the 
sickness of their units. The blame is shifted on external factors like government, institutions, 
irregular facilities or so on. Self-analysis is altogether missing. Lack of exercise, heavy smoking 
and intoxication, lack of sleep, etc., causes decay in their personal efficiency which affects 
the health of the unit adversely. At the same time, owner-managers of such sick units would 
not accept that the unit is heading towards sickness at the incipient stage. As Goutanga P 
Chattopadhyay the great psychologist, remarks in his article Industrial Sickness — A 
Psychodynamic Interpretation, "sometimes the entrepreneur finds it profitable to have his 
unit suffer losses chronically. The entrepreneur being psychologically sick is ruining the life 
of several employees and cheating many creditors and financial institutions, just to satisfy 
his self-indulgence need. On the other hand, the society will never blame itself for not 
being prepared to keep a check on irresponsibility, corruption of many of its so-called 
stalwarts." 

Reluctance in reporting to factory bribery, unawareness of their managerial incompetencies, 
non-realization of work-man ratio, overloaded labour surplus, non-cognizance of the need 
to replace the old machinery and equipment, etc., are just some of the few unhealthy 
practices contributing to psychological sickness of units. 
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LACK OF FINANCIAL CONTROL 

This is the most common feature of sick industries. Weak financial control is the inability 
to pinpoint the products and customers on which the industry is losing money. They fail to 
demarcate where they are using cash and from where they are generating it. As Stuart 
Slatter aptly remarks, "causes for lack of financial control are generally due to a lack of cash¬ 
flow forecasts, costing systems and budgetary control". Generally, all of the above factors 
are conspicuous by their absence in a small-scale firm. If at all any information is available, 
it is the accounting information. But it is not sufficient, as the firm needs day-to-day 
financial report. It is, mostly, maintained on an yearly basis which means that it is too late 
for the management to realize on which items they are incurring losses. Accounting 
information must compulsorily be frequent and not on yearly basis. Even if financial 
information including budgets, costing system and cost-flow forecasts are periodically available 
in some cases (though very rare), there is still no guarantee of its proper and effective 
implementation. On top of that, it is generally seen that senior officials do not know how 
to use the accounting information. 

Some of the practical problems of small firms are that they generally depend on their own 
funds and borrowing and not much on financial institutions. Moreover, these financial 
institutions, despite contrary claims, are generally reluctant to give financial assistance to 
SSIs either due to the policy of credit restraints or rigidity followed by the financial institutions 
or on account of the inability of the promotors to comply with the unrealistic conditions 
imposed by the financial institutions on these units. A rough estimate would indicate that 
in the small-scale sector, about 15 per cent manage their affairs with their own funds and 
about 35 per cent with funds borrowed from private sources. The rest depends on funds 
obtained from institutional credit agencies. Lack of funds also affects the quality and quantity 
of raw materials and consequently stock of their finished goods. Also, little amount is left to 
spend on attractive packing of goods making their unattractive to buyers. Thus, it loses 
demand in the competitive market of a liberalized economy where goods come from all 
corners and all sectors. 

All this sets the stage for failure at the stage of inception itself. Fearing loss of creditworthiness, 
the owners start painting a rosy picture. In order to avoid tightening of credit by banks, 
they pressurize for cash payment by their dealers and distributors, and start losing customers. 
It is interesting to note that sometimes, under such situation, the unit's sales stock levels 
and general scale of activity grows faster than their own capital. This further results in 
shortage of cash and, ultimately, insolvency. In fact, the entire process is consequential and 
feeds on itself. 

The other important point where small-scale entrepreneurs should be trained, is the credit 
squeeze. Prof. Altamen in his book, Corporate Bankruptcy in America, aptly remarks that the 
unit's failures would increase when activity levels are off and on decline. During a tight 
period, credit will be restricted to those who are thought to be the best risks. Larger firms 
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are able to invest even at a higher rate of interest and, therefore, the proportion of loans 
going to larger firms will be higher even when the supply of credit is restricted. Since 
majority of failures relate to small firms, the credit squeeze results in failure of more units. 
The expectations of investors also influence the failures of a company. When the economy 
is expected to turn down, the failure rate increases and share proceeds fall as investors start 
losing confidence. Simultaneously, the creditors would also start pressing for repayment. 
All this results in the downfall of a company. As the economic cycle, credit availability and 
investor's confidence are all interlinked, a firm's propensity to fail is greater during periods 
of reduced economic growth, depressed stock markets, poor market performance and 
especially the prevailing tight money supply conditions. 

COMPETITION AND COST OF PRODUCTION AND RAW 
MATERIAL 

In the present liberalized atmosphere, the small units have to face intense competition in 
the market. Those having greater price-inelasticity of the product suffer more - they generate 
less profits and have lower borrowing power. With scarce funds and lots of competitors, the 
firms will not be able to invest much in the development of new products, innovative 
marketing techniques, product promotions, etc. This weakens the product position in the 
market. 

Cost of product depends on the availability of raw materials used in production. But, 
mostly due to shortage or poor quality of raw materials, costs accelerate and make the 
product less competitive. Although priority has been fixed to supply the raw materials to 
these units at a low price, in practice this is not operative. Often the process of procuring 
raw material at controlled rate is so complicated that units prefer to do without it. Further, 
shortage of raw material leads to waste of productive capacity, which is a loss for the unit. 
The problems are all inter-related: (i) an absolute shortage (ii) low quality of raw-material 
and (iii) high cost of finished goods. With scarcity, the competition intensifies and SSI 
units competing with large units must necessarily suffer severely. To overcome this situation, 
these entrepreneurs depend on intermediaries for arranging the required materials which 
further inflate the cost, because these middlemen keep a high margin of profits on the one 
hand and provide inferior quality of raw material on the other hand. All these factors 
adversely affect the final product and, ultimately, the unit's chances of survival. 

IMPROPER HUMAN RESOURCE MANAGEMENT 

It seems paradoxical that in the most populous country of the world, units are falling sick 
due to want of (proper and effective) human resource. The availability of labour at low price 
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is not a problem — it is in abundance. What is acutely lacking is the right skilled person 
with proper training at the right job. The most efficient use of these resources largely 
depends upon the quality of the manpower employed. For example, the enterprises 
established in remote and backward area are likely to face the problem of skilled manpower 
like qualified engineers, middle-level and senior managers, technicians, etc., who are, at 
times not interested to work in such remote and backward areas due to various disadvantages 
associated with living in such areas. Besides, general labour situation may also be volatile in 
such places. The labour unrest may lead to decline in productivity, deterioration in quality, 
rise in overheads, etc. All these factors contribute to decline in profitability of the units and 
sickness sets in. 

In addition, the environmental conditions are bad. Obsolete and unreliable lighting systems, 
low-quality machines, heat, poor ventilation, insanitary conditions, noise, dirty work floors 
and space, ill-health, large families are par for the course. In rural areas, the working conditions 
are generally pathetic. 

In most of the small units, workers’ participation or consultation is not invited, there is a 
high degree of gap of communication, absolutely no reward or recognition system and poor 
delegation of authority and responsibility. Inappropriate wage structure, erratic flow of 
production, irksome atmosphere, job-dissatisfaction, absenteeism resulting in low 
productivity level etc., are bound to bring about industrial sickness. No amount of financial 
support can ever hope to solve the problem of sickness coming out of poor human resource 
management. 


PROBLEMS OF ENTREPRENEURS IN SSIs 

While it is realized that management in small enterprises is normally personalized rather 
than being institutionalized, the management of small enterprises can nevertheless improve 
their position vis-a-vis competitors by introducing management practices that give 
consistency and viability to the administration of the entire business. 

The entrepreneurs mostly involved in successful management of small units, tend to develop 
elitist attitudes and self-orientation. However, this kind of attitude also imposes a monocular 
vision which limits the company's capacity to respond positively and aggressively to business 
opportunities and changing business conditions. A person who stands head and shoulders 
over his colleagues in perceived authority, can create benefits as well as disadvantages for the 
business. In cases where he is a poor manager even though a good entrepreneur, his 
domination might prevent the enterprise from acquiring the skills and methods which are 
needed for further growth. A gap is thus created between the manager/owner's perception 
of the situation and his own abilities on the one hand and of the actual needs of the 
business on the other. Small enterprises often apply a minimum of formalization. They 
achieve the output without much of differentiation in job content. The built-in informality 
facilitates a smooth response to minor disruptions but it renders, at the same time, excuses 
for not establishing and enforcing proper performance standards. Due to the informality of 
the business and to the fact that most small enterprises are operating with short product 
cycles, the managers/entrepreneurs do not conceptualize their situation in terms of 
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opportunities, expertise or strength. The enterprise might, as a consequence, implement 
decisions on the basis of invalid assumptions or a mis-perception of the situation. This 
creates problems. 

Discipline at the workplace is affected in cases where a small enterprise is fdled with relatives 
of the owner or manager, especially if there are elderly relatives, since, in many cultures it is 
difficult or even impossible to govern or reprimand such an older relative/employee. The 
extended family system where it operates, requires that in their recruitment of employees 
for such a family business, relations of the owner/manager have to be considered irrespective 
of other employment criteria. But then the above stated facts are applicable to entrepreneurs 
of successful small units as well. 

The story of entrepreneurs of sick small-scale units is altogether contrary. Since many 
entrepreneurs of small enterprises lack managerial experience when they start their business 
career, there is often a tendency of basing decisions and actions on hopes and dreams rather 
than on solid data. There are, for example, numerous cases of small enterprises going into 
bankruptcy because of the simple fact that they did not know how to price their goods or 
services. In such cases, even the introduction of the most basic management principles 
could improve the performance of the enterprises. 

Without proper guidelines, the entrepreneur of small business is seen struggling for getting 
clearances and going through several formalities, first while launching the unit and, if at all 
it is set-up, he is seen as a suspect by the financial institutions, government and others who 
need clarifications of his credibility at each step. Without proper education in maintaining 
accounts, auditing, etc., he fails to understand the reasons of delays on the part of other 
parties on whose response the whole working and production process depends and the 
confusion and cumbersome formalities, forms and affidavits he has to secure. With all these 
handicaps and amidst the loud show of liberalization banner, he is left alone in a free world 
where the small and the strong and large are equally liberalized to face each other. Schemes 
are not initiated by all concerned institutions for the development of skills and potentialities 
in entrepreneurs and wherever schemes are provided, they are not sufficiently equipped for 
extending in full all the provisions granted in favour of these entrepreneurs. Under these 
adverse circumstances, the owner is bound to fall sick before letting his unit go sick. 

In short, the following points characterize organization and management of small enterprises: 

♦ The entrepreneur succeeds in business due to his technical skills, not because of his 
ability to conceptualize market opportunities or plan ahead in strategic terms. 

♦ In contrast to large companies, which can usually afford specialist staff, the small 
enterprise manager is a relatively isolated individual trying to deal with long-term 
policy issues and day-to-day operational problems simultaneously. 

♦ Small enterprise managers often operate without adequate quantitative data or other 
information, often blindly following the strategy of other successful entrepreneurs. 

♦ Due to low wages, limited job security and a low status resulting from working 
in a small-scale enterprise, the manager cannot easily recruit and keep qualified 
employees. 
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Due to these shortcomings, many small enterprises fail to adjust in response to environmental 
changes, what to mention introduction of new technology or similar developments. When 
the skills and experience of the entrepreneur become outdated, the enterprise slips into 
stagnation. 


OTHER CONSTRAINTS CAUSING SICKNESS 

Despite many favourable attributes, the average small enterprise is often seen to be struggling 
for survival in a hostile environment. The policy framework, more often than not works to 
the disadvantage of the small entrepreneur. 

Recent studies indicate that import tariffs tend to favour larger companies and the use of 
advanced technologies. In one case, large companies paid duties of between 0-10 per cent 
on the import value, while small-scale competitors had to pay 30-65 per cent although 
they were producing identical or similar goods. A result of the policy framework is that 
many entrepreneurs are tempted to use an inappropriate technology because of which they 
soon find themselves trapped in a situation that they cannot manage. Limited technical 
skills mean that maintenance will be poorly done and the machinery will deteriorate. Lack 
of space in ports and, in some cases, raw material for the production process due to foreign 
currency restrictions, might halt the operation altogether. 

Many businessmen, running a small venture, are also facing capital restrictions, although 
not for investments in machinery and equipment. On the contrary, funds for investment in 
fixed assets are often easily accessible and, in fact, many small enterprises have a large 
unused capacity. The commonly encountered capital constraint is, instead, to get the all- 
important working capital. Indeed, very few sources are available to supply the small 
entrepreneur with money to buy raw material and intermediates, to pay workers wages, 
etc. Small-scale enterprises in the forest sector rarely exist with business as the single 
dominating activity of the owner/manager: the small business operation is carried out on a 
part-time basis, often as a complement to agricultural activities. In many cases, assets are 
also used for running several ventures. It is, therefore, very difficult to measure the real 
importance and productivity of the sector or to assist the forest-based activity in isolation. 
It is also noted that forest-based small enterprises often are located where raw material is 
available. Compared with other lines of business they tend to be more spread out and, 
consequently, more difficult to reach with traditional approaches and assistance such as 
management training and extension service. Most forest-based small-scale enterprises apply 
unsophisticated production methods and equipment. It seems that most work on an order 
basis, rather than producing for stock to supply a distant market. Although such a system 
reduces the working capital tied up in production or stock, it also limits the scope for 
productivity improvements. 
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IN-BUILT UNFAVOURABLE POLICIES OF GOVERNMENT/ 
INSTITUTIONS LEADING TO SICKNESS 

This particular cause is historical. Since long, intentional steps taken by the government 
have wreaked havoc on Indian industries. Starting from the once flourishing industries in 
the textile sector, they fell prey to the outcomes of non-pragmatic government policies. The 
handlooms and powerlooms were taken on preferential basis leading to an infra-sectional 
imbalance which adversely affected the organized sector of the mills which were already 
under numerous regulations and reserves. Even the capital was eroded, thanks to the statutory 
obligation for the production of controlled cloth placed on the organized mill sector. 
Somewhere in the third plan, additional burden was loaded because of the uneconomical 
price fixed for cloth and it was normal to witness increasing prices born of high cost of 
production due to rise in prices of cotton, wages, bills, other inputs, etc. The sugar industries 
were also not spared with pricing policy in respect of levy on sugar and an unrealistic cost 
schedule based on artificial averages, accompanied with political overtones in the fixation of 
sugarcane price which caused a miserable imbalance between cost of production and the 
actual slow sales realization of market sugar. This shattered the health of sugar industries 
almost in all states. Engineering industries were made to rely heavily on government policies. 
The interference of government through ill-framed policies like allotment of raw materials 
which are scarce in the market at the controlled price, issue of land, etc., at lower price were 
the glaring causes of sickness as industry started taking advantage without genuine reasons. 
Even sickness remained concealed in public sector because of the unlimited financial support 
provided to them. 

These SSIs have to think of providing something different from what's already in the market¬ 
place. This requires them to be innovative, as innovation has now assumed greater significance 
than ever before. In this regard, in order to promote innovation among small entrepreneurs, 
SIDBI has launched a National Programme on Innovation and Incubation, under which 
work for two innovation and incubation centres including one in Eastern India at Ranchi, 
is already under way. SSIs have to adopt the policy of 'co-operation'. Competition is a 
strategy of competition with co-operation. Indeed, this is an era of fierce competition and 
the need is to develop long-term markets. In this regard, sub-contracting, ancillarisation 
and strong vendor networks can be the best options. 

Work Culture 

'Work culture' is a term which is, unfortunately, the most misunderstood concept, but is a 
major reason for deteriorating performance not only in the state's industries but also the 
public sector as a whole. Under this context, it seems natural to question as to whether 
sickness is zone-specific, industry-specific or work culture-specific. Whether bad work 
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culture, as is being held responsible in many quarters, is the main cause of industrial 
sickness is worth pondering over. Had it been so, then what is the answer to the question of 
widespread sickness of textile units in West Bengal, Orissa, Gujarat and Maharashtra? Not 
only the public sector, but the private sector as well is primarily affected by sickness because 
of bad work culture. Not to mention SSIs, even the blue chip companies like IISCO, 
Jessops, Braithwaite, Martin Burn, Elgin Mills (UP) and Richards & Cruddas (Maharashtra), 
etc., had become sick due to worsening work culture and had to be nationalized. As a 
matter of fact, 40% of the present sick public sector units were originally private sector 
units, which had to be nationalized because of the sickness caused by deteriorating work- 
culture on the part of the administration and financial mismanagement including siphoning 
off of funds. The case of Dunlop is a glaring example before us. After showing a comfortable 
profit in 1996-97, the company enlisted itself as a sick company in BIFR as a sequel to 
some reported manipulation of balance-sheet figures. The work culture, therefore, cannot 
be discussed in isolation of workers while ignoring the corporate and management practices. 

The fundamental reasons for sickness of industries are technological obsolescence, lack of 
planning, timely modernization, loss of market and, over and above, the work culture, 
which comprises good corporate culture, good management culture, high ethical standards 
and practices and, of course, committed workers led by a responsible Trade Union. 

In the traditional small industries, it was widely noticed that feudal traditions still play a 
major role in the day-to-day management of Indian companies. In the pre-liberalized 
management system, sharing of information with workers and transparency of information 
and good governance were supposed to be basic for good industrial relations. In the State's 
context, unfortunately, barring a few good companies, both in private and public sector, 
average managers still have a feudal and not a professional approach. There is lack of a 
positive and healthy approach towards workers, as they are not inclined to recognize 
participation of workers in management through organized trade unions. This is the reason 
for an in-built eruption of dissatisfaction and deterioration in efficiency and environment 
of the industries which cannot be tangibly measured, but can be objectively realized. This 
is the major cause of sickness which is difficult to detect by inefficient managers leading to 
increasing numbers of sickness. The entire focal point of the corporate thinking about good 
work culture actually means a working without unions commiserating with a growth without 
jobs. We cannot adopt a good work culture in the absence of wise and justified trade 
unions. In fact, it is an organized and responsible behaviour of management, workers and 
owners working with a common objective, recognizing the importance of workers' 
participation and development not just in physical terms but also in terms of technology 
upgradation, corporate governance and better transparency which could result in a good 
work culture, finally leading to a healthy industrial culture ignoring sickness at the very 
inner and grass-root levels. 
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SUMMARY 

This Chapter discusses the various causes of sickness in small-scale industry. The following 
causes have been discussed: mismanagement, marketing, implementation lacunae, poor 
information system, energy problem, improper technology, overtrading, psychological 
barriers, lack of financial control, competition and cost of production and raw material, 
improper human resource management, in-built unfavorable policies of government/financial 
institutions leading to sickness. 

REVIEW QUESTIONS 

1. What causes sickness in small-scale industry? 

2. Discuss the problems of small-scale and collage industries in India. Suggest remedies. 

3. Explain the conditions under which small-scale industries are preferable to large-scale 
industries. State the Government policy. 

4. Point out the difficulties of providing finance for small and collage industries. What 
steps may be taken to improve the situation? 

5. Do you think the Government policy with regard to small-scale industry is just the 
export policy? Give an account of weaknesses, if any and also give suggestions you will 
like to make in overcoming these weaknesses. 

6. How do lack of financial control and inappropriate marketing cause sickness? 





^ Assessment of Viability of 
Sick Industries and their 
Rehabilitation 


LEARNING OBJECTIVES 

After reading this unit, you will be able to understand: 

• Viability Study 

• Discriminant Analysis 

• Rehabilitation of Small-scale Sick Industries 

• Government Policy - An Effort to Strengthen the Small-scale Industries in India 

• Taxation Benefits: Boon for the Growth of SSI 


Meet Dr. Verghese Kurien, the father of white revolution in India. He was born in 1921 in Kozhikode, 
Kerala. He graduated with physics from Loyola College, Madras, he did his BE from Madras University and 
went to USA on government scholarship to do his Masters in Mechanical Engineering from Michigan State 
University. He returned back to India and joined Daily Department of the government of India. Over there 
he met Shri Tribhuvandas Patel, the chairman of Kaira District Cooperative Milk Producers' Union Limited 
(KDCMPUL) was having tough time because of competition from Poison Daily a much larger player in this 
field. Kurien found this veiy challenging and left his government job to join KDCMPUL, this led to the 
inception of Amul. He made a Giant out of the small company, created a revolution in the dairy industiy, 
set up Gujrat Cooperative Milk Marketing Federation to market the products by the dairies. The revolution 
instilled by him made India the largest producer of the milk in the world. It is for his contribution to daily 
that he his being called as the father of white revolution. He was awarded with Raman Magsaysay Award, 
Padma Shri, Padma Bhushan and Padma Vibhushan. 

In the previous chapters we have discussed the sick industry, their causes and symptoms. In 
the present chapter, we first (a) discuss what is meant by viability study, followed by (b) a 
discussion on the discriminate model to conduct viability study and (c) discuss the policies 
on rehabilitation and some suggestion for rehabilitation. 
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VIABILITY STUDY 

All rehabilitated units must necessarily initially be sick units, but all sick units may not 
necessarily satisfy the required conditions so as to deserve rehabilitation or revival. Being 
sick does not mean that the units are qualified for rehabilitation. All the units cannot and 
should not be rehabilitated. Only those units which have the potential of standing on their 
own after being restored to health, should be considered for rehabilitation. However, there 
are two divergent views in this regard. One view, advocated particularly by small-scale 
entrepreneurs, is that all sick units must necessarily be revived so that the proper functioning 
of the unit could be revived with comparatively lesser funds and lower expenditure. 
Conversely, the other group, particularly the bankers, holds that all sick units should be 
closed down at once as it would be more economical to spend the money in establishing 
new units in an organized manner than to waste it on the revival of sick units which have 
the least possibility of revival even after financial assistance. This view, however, does not 
seem to be justifiable in the present industrial climate of the country. Option between 
'closure' or 'rehabilitation' should be considered not merely on the basis of 'sickness'. It is 
here that the viability study of a sick unit becomes extremely useful. In case it is found that 
the unit can be revived, albeit with substantial financial support and protected without any 
doubt whatsoever, it would be advisable to provide it with the required assistance instead of 
setting up the same kind of a unit again at a considerable expense and let the entire investment 
in the old (sick) unit go down the drain. Cases where the unit needs large amounts of 
assistance funds and still bears the risk of being revived or not, should not be considered as 
a deserving case for rehabilitation. Instead of spending that amount of money on this 
category of sick units, it would be profitable to use these funds in setting up new units in 
a better organized way. What is important is to use the limited resources in the best possible 
manner so as to ensure productivity. 

Though every sick unit should not be taken up for rehabilitation, yet each and every sick 
unit should be taken up for viability study, under the able guidance of experts and competent 
persons before deciding on the closure of the unit. But before the details of viability study 
are taken up, it would be useful to clarify the concept itself. Not much effort has been made 
so far to define viability. The only authentic definition of 'viability' is given by the Reserve 
Bank of India which reads as follows: 

Report of the committee to examine the legal and other difficulties faced by banks and 
financial institutions in rehabilitation of sick industrial undertakings and support remedial 
measures and changes in the law, R.B.I., Bombay. 1994. 

"A unit should be considered viable if it was in a position to service its debts, at a reasonable 
rate of interest, which would be concessional but not below the minimum lending rate and 
in no case below the cost of funds to the banks, within a reasonable period say, about eight to 
ten years 

This concept of viability must necessarily merit serious considerations by all concerned, 
coming as it does, from no less an authority than the Standing Coordination Committee 
(SCC) of RBI. This is more so because this concept has been evolved in consultation with 
banks and financial institutions. However, it is open to certain criticisms. A look at the 
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definition leads one to the conclusion that this definition has been evolved only from the 
fallacy of too narrow a definition. It presumes that a unit is viable if it can service its debt, 
thereby giving the unmistakable impression that industrial units have no objective other 
than to service their debt. It hardly needs to be mentioned that this is not so at all. Viability 
of a unit should be judged from the point of view of the generation of surpluses. The 
surplus generated by a unit must necessarily be enough to meet its liabilities in time 
including its debt to the bankers and, at the same time, leave sufficient funds representing 
a reasonable return to the entrepreneur to compensate him for his investment in the unit 
and the risk undertaken by him. In this connection, it may be noted that the term 'liabilities' 
is wider than the term 'debts'. The former term includes the liability towards workers' 
payment of statutory dues and taxes and spending such amounts as would keep the 
undertaking working smoothly and efficiently which, in turn, may mean even giving awards 
and incentives. Strictly speaking, this criticism is more academic than practical. 

Who Should Conduct the Viability Study 

Once it is decided that a viability study of a sick unit must be undertaken, the question 
which automatically comes to mind is - who should conduct it; the unit itself or an external 
agency? Since the viability study of a sick unit is to be undertaken, the term 'sickness' is an 
obvious indication to the fact that there is already something wrong with the unit. The 
defect may be anywhere in the unit. Viability needs all-round investigation into the unit's 
various functional areas like general management, production, marketing, personnel 
management, etc. In a sick unit, the viability study would most probably be taken up by 
the management but there may be default in the management itself. Likewise, viability 
study could be taken up by any of the sections of the sick unit with all the probabilities 
that the sickness may be due to that section only. In such a situation, a fair and honest 
report cannot be expected. As such the involvement of an external agency in the conduct of 
viability study is only desirable. 

Since banks, financial institutions, voluntary agencies, etc., are deeply and directly concerned 
with these cases and most of them have constituted separate cells for conducting viability 
study of sick units with competent, experienced and technically qualified persons on their 
staff, the sick unit would be well advised to refer its case to one of these agencies. The choice 
of the agency should be left totally to the sick unit. The representatives should be allowed 
to go in to the minutest details of the sick unit to enable them to decide whether to 
recommend its case for rehabilitation or not. 

How to Conduct a Viability Study 

Once the question as to who should conduct the viability study is settled, the responsibility 
should be fixed on the person or body concerned for preparing a fair report. The evaluator 
should probe deep into the affairs of the unit covering all conservable aspects with the eye 
of a critic and the spirit of a mentor. In order to obtain a fairly true picture about the affairs 
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of the unit and find out the point where the fault lies, the agency may examine and question 
the staff and officers and inspect the necessary documents and books of accounts of the 
unit. A vigorous exercise enables it to pinpoint the cause of sickness and recommend measures 
to be adopted for its rehabilitation in its report. The recommendations should necessarily 
include the future course of action and its probable results. 

It must, however, be repeated that the details covering all the aspects of the unit's working 
should be made available to the evaluator very honestly. It is only then that the evaluator 
could be expected to make a fair report. In the absence of such an honest and impartial 
approach, the purpose of conducting a viability study would be defeated. 

What should be Covered Under the Viability Study 

The evaluator should portray the overall performance of the sick unit, giving even the 
minutest details about its functioning in his report. The study must cover the following 
functional areas of the sick unit: 

1. Historical Background and Present Position: The study of the sick unit should 
commence right from the date of its inception. Its location and the name of items 
manufactured, trends of production, methods adopted, projections and targets set 
prior to the emergency of sickness should be looked into thoroughly. A comparison 
between the past performance and the present state of its affairs should be made to 
ascertain as to what was expected of the unit and where has it failed, resulting in its 
sickness. Three main points that should be kept in mind at this stage are: 

i. Were the projections/targets fixed in the initial period appropriate/ feasible under 
the existing installed capacity and the entire functional and financial set up of 
the unit? 

ii. If the answer to (i) is 'no', then what should have been the projections/targets 
under the installed capacity and other conditions? Either the projections or the 
installed capacity should have been appropriately adjusted. 

iii. If the answer is 'yes', then where and why has the unit failed to achieve those 
targets with the existing state of affairs and how could it acquire the required 
ability to achieve them in future? 

2. Management: A vital distinguishing factor between a successful unit and an unsuccessful 
one is the quality of their respective managements. In all probability, the management 
of a sick unit is responsible in one way or the other. It may be due to the ignorance of 
the management in the problems of management and modern techniques to overcome 
them, resulting in chaos, confusion and ultimate sickness. In certain situations, the 
unit may be rehabilitated by improving the quality of its management through wise 
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counseling and training or by recruitment of managers with professional expertise. 
Where sickness is due to dishonesty on the part of the management, causing diversion 
or misappropriation of funds, the unit could be made viable by replacing the 
management at once. Likewise, there could be a number of other faults in management 
and the question of restoring it back to health will depend on how soon those faults 
can be removed. In case a change in management is not possible and the fault is 
bound to prevail, it would be advisable to recommend the unit's closure. 

3. Production: The entire production function, right from the item's input stage to the 
final stage of production, has to be carefully analyzed and faults pinpointed in order 
to improve production. It may be possible that the fault may have crept in due to 
overproduction, underproduction, imbalance between the capacity of machines 
installed and the inputs, improper supply of raw material at various stages of production 
and low productivity due to low efficiency of labour, etc. It, therefore, necessitates 
examination of quantitative as well as qualitative aspects of the entire process of 
production. 

The most important aspect of the production function, these days, is the performance 
of plant and machinery and capacity utilization. These should be reviewed from time 
to time in the light of estimated future demand and, if necessary, modernization or 
extension of the plant should be undertaken. The evaluator should compare the 
performance of the sick unit with similar industrial units and find out whether the 
unit is keeping pace with technological developments or not. The pace of technological 
developments differs from industry to industry. In some cases, a change in machinery 
is needed frequently and in others, infrequently. An account of frequent break-downs, 
repairs and faults has to be maintained and taken into consideration. Inspection of 
the quality control section, production planning and inventory control method in 
relationship with technology used should also be examined. 

In many cases, purchase of sub-standard equipment has been found to be one of the 
reasons of sickness. These sub-standard plants and equipment would be incapable of 
producing goods of acceptable quality or in the required quantity. These shortcomings 
always cause the cost of production to increase. Not only the technology, but low 
labour productivity could also increase costs. Production could suffer from any of the 
many reasons and if it turns sick what is required to do is to find out the fault, remove 
it rather than to close it down. This should be done even at the cost of convenience 
and effort, provided the unit is found to be otherwise potentially viable after 
examination. 

4. Infrastructural Facilities: Availability of infrastructural facilities like power, roads, water, 
skilled labour, transport and ventilation, etc., should be taken into consideration in 
the viability study, for they are all essential for the efficient production function. The 
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location of the unit also plays a vital role in its sustenance. In case any of the 
infrastructural facilities cannot be made available or improved upon, the lapse would 
adversely affect the functioning of other factors making the unit less viable. For example, 
if a unit is located at a place where essential raw materials, skilled labour, efficient 
transport system, water supply or any of such facilities is not adequately available, the 
cost of production in that unit would certainly be higher than in those units which 
have an easy access to these facilities. If circumstances do not permit shifting of the 
unit to a proper location elsewhere, it cannot be adjudged as potentially viable. 

5. Labour: Labour problems are likely to exist in most of the sick units. There may be 
over-staffing, higher wages, lack of proper skill, low efficiency, absenteeism and 
dissatisfaction accounting for sickness which may not always be cured, though it 
seems rather easy to remove such difficulties. Sometimes wage rates in the unit may 
be high in spite of low productivity of labour simply due to continuous employment 
in that unit and yearly wage increments. In some of the units surveyed by the author, 
it was noticed that the machinery installed was obsolete and the workers had been in 
service for more than 25-30 years. Wages paid to these workers at the time of their 
recruitment and little after could be justified but, with the passage of time, the 
efficiency of the machines started declining due to wear and tear. The obsolete machinery 
could not be replaced due to increasing financial burden of the unit year after year as 
a result of increments in wages. The proprietor, under the circumstances, is faced with 
the problem of high cost of production and lesser profits. Under such circumstances, 
if withdrawal of increment is recommended by the evaluator, there would certainly be 
strikes, unrest or disagreements between the employer and employees causing heavy 
losses to the already diseased unit. The evaluator should, therefore, assess the existing 
relationship between the workers and the management as also the extent of help that 
workers' participation in management can provide. It is only a thorough analysis of 
these factors that would reveal the potential viability of the unit. 

The small-scale units, in many cases, are left saddled with unskilled labour on account 
of the migration of skilled labour to bigger concerns at the first available opportunity. 
The machinery is therefore left at tender mercies of the unskilled labour and since 
they do not know how to handle it properly, the unit works much below its installed 
capacity. Lack of proper processing, power cuts, frequent break-downs that leave the 
machinery idle for long periods of time are other factors responsible for the unit 
working below capacity. In other words, in these units, unskilled workmen would 
need to be replaced with skilled workers, but their removal would itself cause labour 
unrest and lock-out. While the viability study should aim at bringing out all the facts 
of the case, it should not overlook the fact that the unit, already sick, can ill-afford 
total closure or even stoppage of production even for a brief period on the one hand 
(as it as already suffering considerable losses) and continue to bear high costs due to 
low efficiency and over-staffing on the other. The viability seems doubtful unless the 
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evaluator comes up with a compromise arrangement. Viability studies based on labour 
problems are highly delicate and need proper psychological understanding on the 
part of the evaluator. 

6. Marketing: Out of the total units the author has surveyed, only those units whose 
marketing was restricted to the parent industry were found to be sick merely because 
of the marketing of their products at proper time and price left much to be desired. 
All these units were capable of revival only, if their marketing could be freed from 
restrictions and allowed to cater to a wider market. But delay in taking decisions 
about the removal of restrictions or reluctance on the part of the authorities concerned 
to address the causes further aggravates the situation so as to render many of the units 
non-viable. It is not always the low quality product of the small-scale units, but the 
marketing constraints that make them sick. The removal of these constraints can 
render these units potentially viable. However, the extraction of facts will totally depend 
on the efficiency and competence of the evaluator. 

Sometimes, vigorous advertising of the product of the small-scale sick unit can make 
it viable. 

The market analyst should consider 'what' the unit is producing and for 'whom' and 
to what extent it has realized its target. It may be noticed that on the question 'for 
whom' it may produce, the management sometimes has a misconception. If so, the 
viability of the unit can be restored by an immediate diversion of marketing area to 
some other suitable place. If in any case the stipulated diversion seems impossible, the 
option of viability is completely ruled out. 

7. Government Policy: The evaluator, while considering potential viability, must be well 
aware of the day-to-day changes in the government's policy regarding the factors that 
have to be considered under the viability study: like, recently, the government 
has laid down the following options that have to be considered in the viability 
studies: 

• "Rehabilitation of the sick unit through state government and financial 
institutions who would provide both financial and managerial support with 
suitable restructuring of management whenever necessary." 

• "Proposal, if any, for the merger of the sick unit with a healthy unit in the 
private sector. This is to be examined in consultation with the specified authority 
under the Income-tax Act, 1961." 

The Government, further, laid down that the Industries (Development and Regulation 
I & D) Act, 1951, section IB would take up the sick unit in case neither of the 
alternatives is feasible. It has also instructed from time to time, various financial 
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institutions and agencies about factors that have to be considered by them while 
undertaking viability studies of sick units. 

8. Finance: This is the most important and crucial aspect that should be taken into 
consideration extremely carefully by the evaluator. It involves the total expenditure 
and total revenue around which, the whole of the course of the unit that had to be 
gone through, do not always give a true picture of its affairs. What the management of 
a sick unit tries to do is to paint an optimistic picture of its functioning by projecting 
that its product is more remunerative and that it has a higher level of finance. Lots of 
juggling and window dressings are deliberately presented in the financial statements 
to misguide and deviate from the real state of affairs. At times, it paints a false picture 
so convincingly by depicting the soundness of its financial status to keep it working 
along with its achievable plant capacity with lower rates of inputs and other costs, in 
order to convince the banks that the unit is potentially viable for revival. On the other 
hand, a parallel set of financial statements are prepared, so as to paint a pessimistic 
picture of the unit in order to avail the various concessions and facilities provided by 
the banks, financial institutions and the government. In these matters, the evaluator 
has to be very careful and vigilant so that the true picture is obtained for making a 
correct viability report of the unit, as far as is possible under the circumstances. 

A detailed analysis of the balance sheet of the unit under consideration must be 
undertaken, as it gives an overall picture of the profit-loss, assets-liabilities, share 
capital, loans, creditors, retained earnings, etc. The assets would naturally reveal the 
true picture of the unit's investments—possession of land, machinery, building, 
debtors, stocks and so on. Profit and loss account would indicate the unit's performance 
in terms of sales, costs, profits, sale revenues, cost of goods sold, distribution and 
selling, taxes, net-profit, overhead expenses and other important items. For the purposes 
of accurate calculations, a number of models (e.g., Alfeman model, linear multiple, 
discriminate model*, etc.) and a number of ratios, (e.g., liquidity ratio, current ratio, 
leverage ratio, activity ratio, profitability ratio and many others) can be applied to 
suggest the unit's liquidity over a period, management's stake in business and about 
its health and weakness. Though, this mathematical approach to judge a unit's liability 
is shorter, experience has shown that the degree of reliability of these methods is very 
low, especially in the case of small-scale units and where fast technological change is 
taking place. It may, therefore, be suggested that the evaluator must have sound 
knowledge of these ratios but should use them only for confirming his results and not 
for forming his opinion about potential viability. It would be advisable if the evaluator 
checked the unit's break-even point and the viable level of production. Based on these 


Discriminate Model is given at the end of the chapter to demonstrate the viability detection. 
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simple statements, he can work out the present position of the unit and then project 
with a greater degree of accuracy, the future capability of the unit insofar as its cash 
generating ability to meet its immediate liabilities and also service its long-term debts 
over a period of time are concerned. Use of models and ratios are no doubt helpful, 
but these should be used only to confirm the findings of the evaluator. 

9. External Factors: The viability study should take into account the environment outside 
the unit that could be affecting its functioning, for example, changes in the social 
scene, economic scene, legislative policy, political scene, cyclical fluctuations, national 
and international market conditions, etc. A small-scale unit that is importing its 
input, could be affected by a change in the exporting country's policy. 

Analysis of Data 

For analysis, the financial statements of various small-scale units in Uttar Pradesh were 
collected. All of them had been declared sick in the recent past. From these financial 
statements, various ratios were calculated. Basically, the following ratios were computed 
from the available data: 

1. Debt Equity Ratio (XI) 

2. Current Ratio (X2) 

3. % of Stock of Finished Goods to Annual Sales (X3) 

4. % of Net Profit to Equity Share Capital (X4) 

5. Net Worth Plus Long-Term Liabilities to Fixed Assets (X5) 

6. Quick Ratio (X6) 

7. Net Working Capital (X7) 

These ratios were calculated for different years but on studying these ratios, it was found 
that the financial data for all the companies was available for the year 2000 only. Therefore, 
further analysis was performed only for the year 2000. The data for 27 units was available 
at the time of analysis. Firstly, various statistics of these ratios were calculated. These 
statistics include mean, median, standard deviation, variance, range, skewness, kurtosis, 
range, standard errors of mean, and various percentiles. The results are shown in the following 
table. 
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Table 15.1 Statistics of Sick SSI Units Based on Ratio Analysis 



XI 

X2 

X3 

X4 

X5 

X6 

X7 

N Valid 

27 

26 

22 

27 

27 

26 

27 

Missing 

0 

1 

5 

0 

0 

1 

0 

Mean 

5.8640937 

5.2105210 

2.8882576 

-1.09138 

3.0195475 

2.2908178 

8739615 

Std. Error of Mean 

2.8425356 

1.3847824 

2.1562000 

.3212431 

.5760553 

.9288691 

3405348 

Median 

2.2405100 

3.2174325 

.2953553 

-.5396800 

2.2346800 

.8881560 

1690161 

Std. Deviation 

14.77025 

7.0610324 

10.11347 

1.6692282 

2.9932712 

4.7363215 

1.8E+07 

Variance 

218.1602 

49.85818 

102.2824 

2.7863227 

8.9596727 

22.43274 

3.1E+14 

Skewness 

4.889 

2.696 

4.603 

-2.658 

3.762 

3.171 

3.266 

Std. Error of Skewness 

.448 

.456 

.491 

.448 

.448 

.456 

.448 

Kurtosis 

24.701 

8.408 

21.403 

7.965 

16.438 

11.339 

12.499 

Std. Error of Kurtosis 

.872 

.887 

.953 

.872 

.872 

.887 

.872 

Range 

77.74774 

32.23793 

47.89262 

7.99801 

15.47915 

24.90987 

8.7E+07 

Minimum 

.57714 

.04749 

.00710 

-7.34562 

.97265 

-3.51164 

-3285996 

Maximum 

78.32488 

32.28542 

47.89972 

.65239 

16.45180 

21.39824 

8.4E+07 

Sum 

158.33053 

135.47355 

63.54167 

-29.46725 

81.52778 

59.56126 

2.4E+08 

Percentiles 10 

.6334812 

.4340150 

2.45E-02 

-2.84453 

1.1233560 

1.42E-02 

-1464687 

20 

.8302678 

.7329960 

.1064164 

-1.69483 

1.2951220 

6.88E-02 

-75897.6 

25 

.8891360 

1.0595708 

.1183285 

-1.63693 

1.3977500 

.2068475 

163192.3 

30 

1.1683120 

1.3482239 

.1516850 

-1.33398 

1.7294524 

.4883710 

350405.6 

40 

1.9153320 

1.8484780 

.1942022 

-.7473080 

2.0199980 

.7124936 

1284381 

50 

2.2405100 

3.2174325 

.2953553 

-.5396800 

2.2346800 

.8881560 

1690161 

60 

3.3007300 

3.4623584 

.5927680 

-.3809400 

2.6698460 

1.4394380 

3993878 

70 

3.5340080 

4.6130090 

1.0392460 

-.2063672 

2.9872520 

2.2404478 

6057090 

75 

3.6147410 

6.6442175 

1.0742143 

-.1712700 

3.2037800 

2.5363318 

1.0E+07 

80 

1.5330980 

8.2753640 

1.3013522 

-.1218300 

3.6557174 

3.0103208 

1.4E+07 

90 

10.05396 

14.15119 

4.1321570 

2.68E-02 

5.7267208 

6.4857730 

3.0E+07 


In the above table, missing values include those values that cannot be computed from the 
available data. For example, % of Stock of Finished Goods to Annual Sales (X3) could not 
be computed for 5 units because by the year 2000, these units had stopped production 
and, therefore, no sales figure was available. Similarly, X2 and X6 were not calculated for 
one company due to missing current liabilities figure. 

Now, on finding out the frequency of each value of all the variables, the results are as 
follows. 
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Table 15.2 Freouency Table 


XI 



Frequency 

Percent 

Valid Per cent 

Cumulative 

Percent 

Valid .57714 

1 

3.7 

3.7 

3.7 

.60803 

1 

3.7 

3.7 

7.4 

.63984 

1 

3.7 

3.7 

11.1 

.76029 

1 

3.7 

3.7 

14.8 

.77893 

1 

3.7 

3.7 

18.5 

.86449 

1 

3.7 

3.7 

22.2 

.88914 

1 

3.7 

3.7 

25.9 

1.05379 

1 

3.7 

3.7 

29.6 

1.34010 

1 

3.7 

3.7 

33.3 

1.39993 

1 

3.7 

3.7 

37.0 

1.89660 

1 

3.7 

3.7 

40.7 

1.99026 

1 

3.7 

3.7 

44.4 

2.07714 

1 

3.7 

3.7 

48.1 

2.24051 

1 

3.7 

3.7 

51.9 

2.77070 

1 

3.7 

3.7 

55.6 

3.11449 

1 

3.7 

3.7 

59.3 

3.34729 

1 

3.7 

3.7 

63.0 

3.39113 

1 

3.7 

3.7 

66.7 

3.45821 

1 

3.7 

3.7 

70.4 

3.58454 

1 

3.7 

3.7 

74.1 

3.61474 

1 

3.7 

3.7 

77.8 

3.97987 

1 

3.7 

3.7 

81.5 

5.36294 

1 

3.7 

3.7 

85.2 

8.05356 

1 

3.7 

3.7 

88.9 

9.35260 

1 

3.7 

3.7 

92.6 

12.85939 

1 

3.7 

3.7 

96.3 

78.32488 

1 

3.7 

3.7 

100.0 

Total 

27 

100.0 

100.0 
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Table 15.3 Frequency Table 


X2 



Frequency 

Percent 

'Valid Percent 

Cumulative 

Percent 

Valid .04749 

1 

3.7 

3.8 

3.8 

.17022 

1 

3.7 

3.8 

7.7 

.54707 

1 

3.7 

3.8 

11.5 

.62517 

1 

3.7 

3.8 

15.4 

.72390 

1 

3.7 

3.8 

19.2 

.74664 

1 

3.7 

3.8 

23.1 

1.16388 

1 

3.7 

3.8 

26.9 

1.29361 

1 

3.7 

3.8 

30.8 

1.83975 

1 

3.7 

3.8 

34.6 

1.84371 

1 

3.7 

3.8 

38.5 

1.84967 

1 

3.7 

3.8 

42.3 

2.38921 

1 

3.7 

3.8 

46.2 

3.14772 

1 

3.7 

3.8 

50.0 

3.28715 

1 

3.7 

3.8 

53.8 

3.31527 

1 

3.7 

3.8 

57.7 

3.44700 

1 

3.7 

3.8 

61.5 

3.52381 

1 

3.7 

3.8 

65.4 

3.65414 

1 

3.7 

3.8 

69.2 

4.71955 

1 

3.7 

3.8 

73.1 

6.13550 

1 

3.7 

3.8 

76.9 

8.17037 

1 

3.7 

3.8 

80.8 

8.34536 

1 

3.7 

3.8 

84.6 

11.41229 

1 

3.7 

3.8 

88.5 

12.28574 

1 

3.7 

3.8 

92.3 

18.50392 

1 

3.7 

3.8 

96.2 

32.28542 

1 

3.7 

3.8 

100.0 

Total 

26 

96.3 

100.0 


Missing System 

1 

3.7 



Total 

27 

100.0 
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Table 15.4 Freouency Table 


X3 



Frequency 

Percent 

Valid Per cent 

Cumulative 

Percent 

Valid .00710 

1 

3.7 

4.5 

4.5 

.02274 

1 

3.7 

4.5 

9.1 

.02861 

1 

3.7 

4.5 

13.6 

.09994 

1 

3.7 

4.5 

18.2 

.11073 

1 

3.7 

4.5 

22.7 

.12086 

1 

3.7 

4.5 

27.3 

.15511 

1 

3.7 

4.5 

31.8 

.17511 

1 

3.7 

4.5 

36.4 

.19069 

1 

3.7 

4.5 

40.9 

.20825 

1 

3.7 

4.5 

45.5 

.21900 

1 

3.7 

4.5 

50.0 

.37171 

1 

3.7 

4.5 

54.5 

.46712 

1 

3.7 

4.5 

59.1 

.62418 

1 

3.7 

4.5 

63.6 

.62877 

1 

3.7 

4.5 

68.2 

1.03653 

1 

3.7 

4.5 

72.7 

1.06369 

1 

3.7 

4.5 

77.3 

1.10579 

1 

3.7 

4.5 

81.8 

1.59470 

1 

3.7 

4.5 

86.4 

2.63940 

1 

3.7 

4.5 

90.9 

4.77191 

1 

3.7 

4.5 

95.5 

47.89972 

1 

3.7 

4.5 

100.0 

Total 

22 

81.5 

100.0 


Missing System 

5 

18.5 



Total 

27 

100.0 
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Table 15.5 Frequency Table 


X4 



Frequency 

Percent 

Valid Percent 

Cumulative 

Percent 

Valid -7.34562 

1 

3.7 

3.7 

3.7 

-5.12903 

1 

3.7 

3.7 

7.4 

-2.27340 

1 

3.7 

3.7 

11.1 

-1.76121 

1 

3.7 

3.7 

14.8 

-1.69500 

1 

3.7 

3.7 

18.5 

-1.69472 

1 

3.7 

3.7 

22.2 

-1.63693 

1 

3.7 

3.7 

25.9 

-1.35220 

1 

3.7 

3.7 

29.6 

-1.30666 

1 

3.7 

3.7 

33.3 

-1.14817 

1 

3.7 

3.7 

37.0 

-.79253 

1 

3.7 

3.7 

40.7 

-.56642 

1 

3.7 

3.7 

44.4 

-.56493 

1 

3.7 

3.7 

48.1 

-.53968 

1 

3.7 

3.7 

51.9 

-.49031 

1 

3.7 

3.7 

55.6 

-.41746 

1 

3.7 

3.7 

59.3 

-.37181 

1 

3.7 

3.7 

63.0 

-.28582 

1 

3.7 

3.7 

66.7 

-.23476 

1 

3.7 

3.7 

70.4 

-.18744 

1 

3.7 

3.7 

74.1 

-.17127 

1 

3.7 

3.7 

77.8 

-.14561 

1 

3.7 

3.7 

81.5 

-.08616 

1 

3.7 

3.7 

85.2 

-.05947 

1 

3.7 

3.7 

88.9 

-.00096 

1 

3.7 

3.7 

92.6 

.13792 

1 

3.7 

3.7 

96.3 

.65239 

1 

3.7 

3.7 

100.0 

Total 

27 

100.0 

100.0 
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Table 15.6 Frequency Table 


X5 



Frequency 

Percent 

Valid Percent 

Cumulative 

Percent 

Valid .97265 

1 

3.7 

3.7 

3.7 

1.10622 

1 

3.7 

3.7 

7.4 

1.12764 

1 

3.7 

3.7 

11.1 

1.14095 

1 

3.7 

3.7 

14.8 

1.25896 

1 

3.7 

3.7 

18.5 

1.31923 

1 

3.7 

3.7 

22.2 

1.39775 

1 

3.7 

3.7 

25.9 

1.71786 

1 

3.7 

3.7 

29.6 

1.74684 

1 

3.7 

3.7 

33.3 

1.79078 

1 

3.7 

3.7 

37.0 

1.98874 

1 

3.7 

3.7 

40.7 

2.14503 

1 

3.7 

3.7 

44.4 

2.17933 

1 

3.7 

3.7 

48.1 

2.23468 

1 

3.7 

3.7 

51.9 

2.32575 

1 

3.7 

3.7 

55.6 

2.61811 

1 

3.7 

3.7 

59.3 

2.68278 

1 

3.7 

3.7 

63.0 

2.80695 

1 

3.7 

3.7 

66.7 

2.88020 

1 

3.7 

3.7 

70.4 

3.05862 

1 

3.7 

3.7 

74.1 

3.20378 

1 

3.7 

3.7 

77.8 

3.54255 

1 

3.7 

3.7 

81.5 

3.82547 

1 

3.7 

3.7 

85.2 

3.99765 

1 

3.7 

3.7 

88.9 

5.54205 

1 

3.7 

3.7 

92.6 

6.46542 

1 

3.7 

3.7 

96.3 

16.45180 

1 

3.7 

3.7 

100.0 

Total 

27 

100.0 

100.0 
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Table 15.7 Frequency Table 


X6 



Frequency 

Percent 

Valid Percent 

Cumulative 

Percent 

Valid -3.51164 

1 

3.7 

3.8 

3.8 

.00236 

1 

3.7 

3.8 

7.7 

.01926 

1 

3.7 

3.8 

11.5 

.02655 

1 

3.7 

3.8 

15.4 

.04019 

1 

3.7 

3.8 

19.2 

.11171 

1 

3.7 

3.8 

23.1 

.23856 

1 

3.7 

3.8 

26.9 

.48691 

1 

3.7 

3.8 

30.8 

.50152 

1 

3.7 

3.8 

34.6 

.68926 

1 

3.7 

3.8 

38.5 

.71830 

1 

3.7 

3.8 

42.3 

.72443 

1 

3.7 

3.8 

46.2 

.74578 

1 

3.7 

3.8 

50.0 

1.03053 

1 

3.7 

3.8 

53.8 

1.05877 

1 

3.7 

3.8 

57.7 

1.43371 

1 

3.7 

3.8 

61.5 

1.46235 

1 

3.7 

3.8 

65.4 

1.53042 

1 

3.7 

3.8 

69.2 

2.31934 

1 

3.7 

3.8 

73.1 

2.45910 

1 

3.7 

3.8 

76.9 

2.76803 

1 

3.7 

3.8 

80.8 

3.17185 

1 

3.7 

3.8 

84.6 

3.69066 

1 

3.7 

3.8 

88.5 

3.88063 

1 

3.7 

3.8 

92.3 

12.56444 

1 

3.7 

3.8 

96.2 

21.39824 

1 

3.7 

3.8 

100.0 

Total 

26 

96.3 

100.0 


Missing System 

1 

3.7 



Total 

27 

100.0 
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Table 15.8 Frequency Table 



Frequency 

Percent 

Valid Percent 

Cumulative 

Percent 

Valid -3.51164 

1 

3.7 

3.8 

3.8 

.00236 

1 

3.7 

3.8 

7.7 

.01926 

1 

3.7 

3.8 

11.5 

.02655 

1 

3.7 

3.8 

15.4 

.04019 

1 

3.7 

3.8 

19.2 

.11171 

1 

3.7 

3.8 

23.1 

.23856 

1 

3.7 

3.8 

26.9 

.48691 

1 

3.7 

3.8 

30.8 

.50152 

1 

3.7 

3.8 

34.6 

.68926 

1 

3.7 

3.8 

38.5 

.71830 

1 

3.7 

3.8 

42.3 

.72443 

1 

3.7 

3.8 

46.2 

.74578 

1 

3.7 

3.8 

50.0 

1.03053 

1 

3.7 

3.8 

53.8 

1.05877 

1 

3.7 

3.8 

57.7 

1.43371 

1 

3.7 

3.8 

61.5 

1.46235 

1 

3.7 

3.8 

65.4 

1.53042 

1 

3.7 

3.8 

69.2 

2.31934 

1 

3.7 

3.8 

73.1 

2.45910 

1 

3.7 

3.8 

76.9 

2.76803 

1 

3.7 

3.8 

80.8 

3.17185 

1 

3.7 

3.8 

84.6 

3.69066 

1 

3.7 

3.8 

88.5 

3.88063 

1 

3.7 

3.8 

92.3 

12.56444 

1 

3.7 

3.8 

96.2 

21.39824 

1 

3.7 

3.8 

100.0 

Total 

26 

96.3 

100.0 


Missing System 

1 

3.7 



Total 

27 

100.0 
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Now, we plot these frequencies in the form of a pie chart. Separate pie charts are formed for 
separate variables. These pie charts are shown as follows: 

XI 

Pie Charts 


78.32488 


Missing 


32.28542 


18.50392 


12.28574 


11.41229 


8.34536 


8.17037 


6.13550 


4.71955 


3.65414 


3.52381 


X2 



.57714 



.04749 


.17022 


.54707 


.62517 


.72390 


.74664 


1.16388 


1.29361 


1.83975 


1.84371 


1.84967 


3.44700 




2.38921 

3.31527 

3.14772 




3.28715 















































































Chapter 15: Assessment of Viability of Sick Industries and their Rehabilitation ■ 363 


X3 



.65239 

.13792 

-.00096 

-.05947 

-.08616 

-.14561 

-.17127 

-.18744 

-.23476 

-.28582 

-.37181 

-.41746 

-.49031 


X4 



- 7.34562 

- 5.12903 

- 2.27340 

- 1.76121 

- 1.69500 

- 1.69472 

- 1.63693 

- 1.35220 

- 1.30666 

- 1.14817 

-.79253 

-.56642 

-.56493 

-.53968 
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X5 


16.45180 


6.46542 


5.54205 


3.99765 


3.82547 


3.54255 


3.20378 


3.05862 


2.88020 


2.80695 


2.68278 


2.61811 


2.32575 


.97265 


1.10622 


1.12764 



1.14095 


1.25896 


1.31923 



; 1.39775 


1.71786 



1.74684 


1.79078 


1.98874 


2.14503 


2.17933 


2.23468 


X6 


Missing 


21.39824 


12.56444 


3.88063 


3.69066 


3.17185 


2.76803 


2.45910 


2.31934 


1.53042 


1.46235 


1.43371 


1.05877 


- 3.51164 


.00236 


.01926 



.02655 


.04019 


.11171 



.23856 


.48691 



.50152 


.68926 


.71830 


.72443 


.74578 


1.03053 
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X7 


83660159.00 


29782329.80 


29447998.61 


27967207.40 


14686678.20 


14179647.42 


10140123.08 


6121396.27 


5960629.57 


4636962.00 


4516514.00 


1903334.47 


1851925.00 


- 3285996.21 


- 1585630.00 


- 1434451.65 



- 360878.86 


- 86559.08 


- 68789.90 



163192.33 


294164.70 



434766.92 


1020017.13 


1248215.00 


1429046.42 


1657436.04 


1690161.25 


In this way, we can represent the data in the form of pie charts. 

Another analysis of the data is related to finding out the correlation co-efficients of the 
variables (ratios) with all the other variables. Out of these correlations, some are significant 
while others are not. The significance is tested at 1% level of confidence. 


Correlations 



XI 

X2 

X3 

X4 

X5 

X6 

X7 

XI 

Pearson Correlation 

1.000 

-.141 

-.018 

-.506** 

-.093 

-.087 

-.117 


Sig. (2-tailed) 


.492 

.936 

.007 

.646 

.672 

.562 


Sum of Squares and 
Cross-products 

5672.166 

-374.464 

-62.564 

-324.145 

-106.378 

-155.476 

-7.9E+08 


Covariance 

218.160 

-14.979 

-2.979 

-12.467 

-4.091 

-6.219 

-3.1E+07 


N 

27 

26 

22 

27 

27 

26 

27 

X2 

Pearson Correlation 

-.141 

1.000 

-.127 

.230 

-.134 

.925" 

.353 


Sig. (2-tailed) 

.492 


.584 

.259 

.515 

.000 

.077 


Sum of Squares and 
Cross-products 

-374.464 

1246.454 

-198.880 

68.279 

-71.957 

773.494 

1 1E+09 


Covariance 

-14.979 

49.858 

-9.944 

2.731 

-2.878 

30.940 

4.5E+07 


N 

26 

26 

21 

26 

26 

26 

26 

X3 

Pearson Correlation 

-.018 

-.127 

1.000 

.042 

.029 

-.100 

.203 


Sig. (2-tailed) 

.936 

.584 


.854 

.897 

.665 

.364 


Sum of Squares and 
Cross-products 

-62.564 

-198.880 

2147.930 

16.282 

20.217 

-108.383 

8.2E+08 


Contd... 
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Covariance 

-2.979 

-9.944 

102.282 

.775 

.963 

-5.419 

3.9E+07 


N 

22 

21 

22 

22 

22 

21 

22 

X4 

Pearson Correlation 

-.506" 

.230 

.042 

1.000 

.117 

.143 

.285 


Sig. (2-tailed) 

.007 

.259 

.854 


.560 

.486 

150 


Sum of Squares and 
Cross-products 

-324.145 

68.279 

16.282 

72 444 

15.258 

28.514 

2.2E+08 


Covariance 

-12.467 

2.731 

.775 


.587 

1.141 



N 

27 

26 

22 


27 

26 

27 

XS 

Pearson Correlation 

-.093 

-.134 



1.000 

-.098 

-.002 


Sig. (2-tailed) 

.646 

.515 




.633 

994 


Sum of Squares and 
Cross-products 

-106.378 

-71.957 

20.217 


232.951 

-35.545 

-2092555 


Covariance 

-4.091 

-2.878 



8960 

-1.422 

-80482.9 


N 

27 

26 




26 

27 

X6 

Pearson Correlation 

-.087 


o 

o 

.143 

-.098 

1.000 

.251 


Sig. (2-tailed) 

.672 


.665 

.486 

633 


.216 


Sum of Squares and 
Cross-products 

-155.476 

773.494 

-108.383 

28.514 

-35.545 

560.819 

5.3E+08 


Covariance 

-6.219 

30.940 

-5.419 

1.141 

-1.422 


2.1E+07 


N 

26 

26 

21 

26 

26 


26 

X7 

Pearson Correlation 

-.117 

.353 

.203 

.285 

-.002 

.251 

1 000 


Sig. (2-tailed) 

.562 

.077 

.364 

.150 

.994 

.216 



Sum of Squares and 
Cross-products 

-7.9E+08 

1.1E+09 

8.2E+08 

2.2E+08 

-2092555 

5.3E+08 

8.1E+15 


Covariance 

-3.1E+07 

4.5E+07 

3.9E+07 

8410692 

-80482.9 

2.1E+07 

3.1E+14 


N 

27 

26 

22 

27 

27 

26 

27 


”■ Correlation is significant at the 0.01 level (2-tailed). 


Out of the above correlation co-efficients, some of the highly correlated variables are easily 
understandable, for example, the correlation co-efficient between current ratio and quick 
ratio (between X2 and X6) is 0.925; the simple reason is that both of them are liquidity 
ratios related to current liabilities. 


DISCRIMINANT ANALYSIS 

As explained above, the ratios for all the companies can be calculated only for the year 2000 
and also, some ratios could not be calculated for some of the companies due to lack of data. 
So, for discriminant analysis, we are left only with data of 21 companies for the year 2000 
for which the maximum numbers of ratios are calculated. 

For performing discriminant analysis, first we have to classify the companies into two separate 
groups: one group includes the units that can be rehabilitated and the other group includes 
those units that cannot be rehabilitated. This classification can be done with the help of X7 
(Net Working Capital) because it can be assumed that any unit which has sufficient working 
capital can be rehabilitated and a unit that has no working capital cannot be rejuvenated. 
So, we can classify the units on the basis of their NWC into two equal groups. The first 10 
units having maximum NWC are classified as Group 1 (companies that can be rejuvenated) 
and the last 11 companies are classified as Group 2. 
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The results of discriminant analysis are as follows: 


Discriminant 


Analysis Case Processing Summary 


Unweighted Cases 

N 

Percent 

Valid 


21 

100.0 

Excluded 

Missing or out-of-range 
group codes 

0 

.0 


At least one missing 
discriminating variable 

0 

.0 


Both missing or 
out-of-range group codes 
and at least one missing 
discriminating variable 

0 

.0 


Total 

0 

.0 

Total 


21 

100.0 


Group Statistics 


GROUP 

Mean 

Std. Deviation 

Valid N (listwise) 

Unweighted 

Weighted 

1 

X2 

6.9852606 

9.4262172 

10 

10.000 


X4 

-.3499159 

.6006374 

10 

10.000 


X5 

4.2506624 

4.4542227 

10 

10.000 

2 

X2 

5.3360665 

5.7803121 

11 

11.000 


X4 

-1.53236 

2.4223736 

11 

11.000 


X5 

2.4870454 

1.6431764 

11 

11.000 

Total 

X2 

6.1213970 

7.5764404 

21 

21.000 


X4 

-.9692892 

1.8607733 

21 

21.000 


X5 

3.3268630 

3.3305665 

21 

21.000 
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Tests of Equality of Group Means 



Wilks' 

Lambda 

F 

dfl 

df2 

Sig. 

X2 

.988 

.239 

1 

19 

.631 

X4 

.894 

2.247 

1 

19 

.150 

X5 

.927 

1.506 

1 

19 

.235 


Pooled Within-Groups Matrices 



X2 

X4 

X5 

Covariance X2 

59.674 

2.506 

-6.219 

X4 

2.506 

3.259 

2.405E-02 

X5 

-6.219 

2.405E-02 

10.819 

Correlation X2 

1.000 

.180 

-.245 

X4 

.180 

1.000 

.004 

X5 

-.245 

.004 

1.000 


a - The covariance matrix has 19 degrees of freedom. 


Covariance Matrices? 


GROUP 

X2 

X4 

X5 

1 

X2 

88.854 

.982 

-12.136 


X4 

.982 

.361 

.568 


X5 

-12.136 

.568 

19.840 

2 

X2 

33.412 

3.877 

-.893 


X4 

3.877 

5.868 

-.466 


X5 

-.893 

-.466 

2.700 

Total 

X2 

57.402 

2.891 

-5.146 


X4 

2.891 

3.462 

.569 


X5 

-5.146 

.569 

11.093 


a - The total covariance matrix has 20 degrees of freedom. 

Analysis 1: Box's Test of Equality of Covariance Matrices 

Log Determinants 


GROUP 

Rank 

Log 

Determinant 

1 

3 

6.257 

2 

3 

6.174 

Pooled within-groups 

3 

7.555 


The ranks and natural logarithms of determinants printed are those of the group covariance 


matrices. 
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Test Results 


Box's M 

25.488 

F Approx. 

3.509 

df 1 

6 

df2 

2539.799 

Sig. 

.002 


Tests null hypothesis of equal population covariance matrices. 


Summary of Canonical Discriminant Functions 


Eigenvalues 


Function 

Eigenvalue 

% of Variance 

Cumulative % 

Canonical 

Correlation 

1 

.212 a 

100.0 

100.0 

.419 


a - First 1 canonical discriminant functions were used in the 
analysis. 


Wilks' Lambda 


Test of Function(s) 

Wilks' 

Lambda 

Chi-square 

df 

Sig. 

1 

.825 

3.370 

3 

.338 


Standardized Canonical Discriminant Function Co-efficients 



Function 

1 

X2 

.285 

X4 

.692 

X5 

.678 


Structure Matrix 



Function 

1 

X4 

.746 

X5 

.611 

X2 

.243 


Pooled within groups correlations between discriminating variables and standardized canonical 
discriminant functions variables ordered by absolute size of correlation within function. 
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Canonical Discriminant Function Coefficients 



Function 

1 

X2 

.037 

X4 

.384 

X5 

.206 

(Constant) 

-.539 


Unstandardized coefficients 

Functions at Group Centroids 



Function 

GROUP 

1 

1 

.460 

2 

-.418 


Unstandardized canonical discriminant functions evaluated at group means 
Classification Statistics 


Classification Processing Summary 


Processed 


21 

Excluded 

Missing or out-of-range 
group codes 

0 


At least one missing 
discriminating variable 

0 

Used in Output 


21 


Prior Probabilities for Groups 


GROUP 

Prior 

Cases Used in Analysis 

Unweighted 

Weighted 

1 

.476 

10 

10.000 

2 

.524 

11 

11.000 

Total 

1.000 

21 

21.000 
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Classification Function Coefficients 



GROUP 

1 

2 

X2 

.179 

.147 

X4 

-.249 

-.585 

X5 

.496 

.316 

(Constant) 

-2.467 

-1.880 


Fisher's linear discriminant functions 

Casewise Statistics 


Case Number 

Actual Group 

Highest Group 

Second Highest Group 

Discrimin 

ant 

Scores 

Predicted 

Group 

P(D>d 

|G=g) 

P(G=g | D=d) 

Squared 
Mahalanobis 
Distance to 
Centroid 

Group 

P(G=g | D=d) 

Squared 
Mahalanobis 
Distance to 
Centroid 

Function 1 

P 

df 

Original 1 

1 

2** 

.630 

1 

.514 

.233 

1 

.486 

.156 

.064 

2 

2 

2 

.679 

1 

.529 

.171 

1 

.471 

.215 

-.004 

3 

1 

2“ 

.983 

1 

.622 

.000 

1 

.378 

.808 

-.439 

4 

2 

2 

.708 

1 

.538 

.141 

1 

.462 

.252 

-.043 

5 

2 

2 

.943 

1 

.632 

.005 

1 

.368 

.900 

-.489 

6 

2 

2 

.034 

1 

.912 

4.510 

1 

.088 

9.008 

-2.542 

7 

2 

V* 

.635 

1 

.669 

.225 

2 

.331 

1.827 

.934 

8 

2 

2 

.795 

1 

.563 

.068 

1 

.437 

.382 

-.158 

9 

2 

2 

.831 

1 

.573 

.046 

1 

.427 

.441 

-.204 

10 

1 

1 

.746 

1 

.501 

.105 

2 

.499 

.306 

.135 

11 

1 

2** 

.865 

1 

.582 

.029 

1 

.418 

.501 

-.248 

12 

1 

1 

.873 

1 

.537 

.026 

2 

.463 

.515 

.300 

13 

1 

2** 

.601 

1 

.505 

.273 

1 

.495 

.126 

.105 

14 

2 

2 

.725 

1 

.543 

.124 

1 

.457 

.276 

-.065 

15 

2 

r* 

.951 

1 

.585 

.004 

2 

.415 

.882 

.521 

16 

1 

i 

.890 

1 

.601 

.019 

2 

.399 

1.033 

.598 

17 

2 

2 

.102 

1 

.872 

2.676 

1 

.128 

6.318 

-2.054 

18 

1 

i 

.691 

1 

.654 

.158 

2 

.346 

1.625 

.857 

19 

1 

i 

.010 

1 

.927 

6.579 

2 

.073 

11.852 

3.025 

20 

2 

2 

.940 

1 

.633 

.006 

1 

.367 

.909 

-.493 

21 

1 

1 

.796 

1 

.516 

.067 

2 

.484 

.383 

.201 


**• Misclassified case 


Classification Results' 


GROUP 

Predicted Group 
Membership 

Total 

1 

2 

Original Count 1 

6 

4 

10 

2 

2 

9 

11 

% 1 

60.0 

40.0 

100.0 

2 

18.2 

81.8 

100.0 


a - 71.4% of original grouped cases correctly classified. 


In this way, the best result is classifying 71.4% of the cases correctly. Another significant 
observation is that, while it classifies the units in Group 1 to the extent of 60%, it is 
classifying 81.8% of the units in the second group correctly. The reason for the low percentage 
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of correct classification can be explained as lack of more data. Total 21 units were available 
with complete data and, therefore, even a single misclassification will reduce the classification 
percentage by about 5%. In all, only 6 units were misclassified (4 from the first group and 
2 from the second group). 

To find out the discriminant function, we will use regression analysis. The results of regression 
analysis are as follows: 


Regression 


Descriptive Statistics 



Mean 

Std. Deviation 

N 

Discriminant Scores from 

-9.4E-17 

1.0731954 

21 

Function 1 for Analysis 1 

X2 

6.1213970 

7.5764404 

21 

X4 

-.9692892 

1.8607733 

21 

X5 

3.3268630 

3.3305665 

21 


Correlations 




Discriminant 
Scores from 
Function 1 for 






Analysis 1 

X2 

X4 

X5 

Pearson Correlation 

Discriminant Scores from 
Function 1 for Analysis 1 

1.000 

.266 

.777 

.647 


X2 

.266 

1.000 

.205 

-.204 


X4 

.777 

.205 

1.000 

.092 


X5 

.647 

-.204 

.092 

1.000 

Sig. (1-tailed) 

Discriminant Scores from 
Function 1 for Analysis 1 


.122 

.000 

.001 


X2 

.122 


.186 

.188 


X4 

.000 

.186 


.346 


X5 

.001 

.188 

.346 


N 

Discriminant Scores from 
Function 1 for Analysis 1 

21 

21 

21 

21 


X2 

21 

21 

21 

21 


X4 

21 

21 

21 

21 


X5 

21 

21 

21 

21 


Variables Entered/Removed b 


Model 

Variables 

Entered 

Variables 

Removed 

Method 

1 

X5, X4, X2 3 


Enter 


a - All requested variables entered. 

b- Dependent Variable: Discriminant 
Scores from Function 1 for Analysis 1 




















Chapter 15: Assessment of Viability of Sick Industries and their Rehabilitation ■ 373 


Model Summary 


Model 

R 

R Square 

Adjusted 

R Square 

Std. Error of 
the Estimate 

1 

1.000 a 

1.000 

1.000 

.0000000 


a - Predictors: (Constant), X5, X4, X2 


ANOVA b 


Model 

Sum of 
Squares 

df 

Mean Square 

F 

Siq. 

1 Regression 

23.035 

3 

7.678 


a 

Residual 

.000 

17 

.000 



Total 

23.035 

20 





a- Predictors: (Constant), X5, X4, X2 

b- Dependent Variable: Discriminant Scores from Function 1 for Analysis 1 


Coefficients 3 


Model 

Unstandardized 

Coefficients 

Standardi 

zed 

Coefficien 

ts 

t 

Sig. 

B 

Std. Error 

Beta 

1 (Constant) 

-.539 

.000 




X2 

3.686E-02 

.000 

.260 



X4 

.384 

.000 

.665 



X5 

.206 

.000 

.640 




a- Dependent Variable: Discriminant Scores from Function 1 for Analysis 1 


Therefore, the discriminant function will be as follows: 

F= 0.03686 X2 + 0.384 X4 + 0.206 X5 - 0.539 

Using this discriminant function, we can estimate whether a particular unit can be 
rejuvenated or not with upto 72% correctness (approximately). 

REHABILITATION OF SMALL-SCALE SICK INDUSTRIES 

Rehabilitation of a sick unit comes under process only after the viability study of the 
concerned small unit recommends for its revival along with the suggested reliefs or packages 
or any other way out. Sickness needs to be tackled wit a great sense of urgency of 
commitment. Whatever the causes, the problem of rehabilitation calls for immediate 
attention of all concerned. Emphasis in this regard should be on measures of a long-term 
nature rather than on palliatives. There is indeed a pressing need to improve the skill base 
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of small firms so as to upgrade the level of technical and general education of workers. Apart 
from improvement of theoretical instruction, efforts are required to upgrade practical 
experience in collaboration with large industry, including public sector undertakings. 

Existing Policies and Programs for Rehabilitation 

The increase in the formulation of the policies and programs for rehabilitation is so enormous 
that it seems that the number of policies and programs for rehabilitation is more than the 
actual number of sick industries. Not only this, policies are amended every now and then 
with changing time and requirement. It is a matter of concern for banks, financial institutions, 
voluntary agencies, state government and central government, etc., each of which has tried 
to meet even the minutest requirement of rehabilitation and therefore, each requirement of 
rehabilitation seems to have a scheme of its own. Matters such as requirement of machines, 
loans, financial assistance amalgamation, expansion of units, modernization, entrepreneurial 
developments, concessions, reliefs, marketing and so on are dealt with under various schemes 
provided by various institutions, for instance, Refinance scheme for rehabilitation of small 
industries by IDBI, Margin money scheme for revival of sick small units by the government, 
soft loan assistance fund for refinance against loans granted by the FIs to sick SSI units at 
confessional rates and for providing quasi-equity assistance to SSI by IDBI, merger and 
amalgamation for revival of sick units under the Income Tax Act, Section 72-A, provisions 
of financial assistance in the shape of long-term loans for small-scale industries by UPFC, 
provision of consultancy service to the banks, etc., all of which are there to assist such units 
on a selective basis. Similarly merchant banking services are available for amalgamation, 
merger, reconstruction by IRCI, seed capitol assistance by IDBI, special schemes of assistance 
to technical entrepreneurs by SFC and so on and so forth. 

Small enterprises under rehabilitation are treated as a priority sector for extending credit by 
financing institutions. As such, 10 per cent of the total credit to be advanced by commercial 
banks should go to SSI units. Out of this 10 per cent, 40 per cent is required to be advanced 
to tiny units, 20 per cent for units with investment for ancillary unit and the remaining 40 
per cent for other SSI units. Banks have been allowed to provide lines of credit to state 
industrial development or financial corporations for extending loans to small-scale units, 
which will be treated as part of priority sector loans. 

The DICs were charged with the responsibility of providing all the services and support 
required at the pre-investment and post-investment stages for rehabilitation of small-scale 
entrepreneurs and traditional cottage industries. The DICs provide and arrange a package 
of assistance and facilities for credit guidance, raw materials, training, marketing, etc., 
including the necessary help to unemployed educated entrepreneurs in general and custom 


services. 
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The State Governments provide seed capital and margin money assistance to small-scale 
entrepreneurs in order to enable them to secure loans from the commercial banks and the 
SFCs. 

An important development has been the launching of Small Industries Development Fund 
by the IDBI on May 20, 1992. It has introduced a number of schemes like bringing the 
State Small Industries Development Corporation within the purview of assistance of IDBI, 
increasing the extent of refinance against loans from banks to small sector and loan limit 
under Automatic Refinance Scheme, extension of scheme of rehabilitation, refinance assistance 
to banks, etc. 

National Equity Fund was set up with a view to promote small industries. The Fund 
enables to bridge the critical gap in entrepreneurs' contribution for commencing a project 
or undertaking modernization or supporting for rehabilitation. 

The practice of delayed payments based on the excuse of long-drawn-out inspection 
procedure should not continue to plague the fortunes of SSIs. 

The banking system over the years has played a major role in the development of small- 
scale industries and their rehabilitation. In the process, due to various reasons, some of the 
assets became non-performing. The issue of NPAs has engaged continuous attention of the 
banks/FIs and other authorities. As at end-March 1998, the outstanding balance in respect 
of 221,536 sick/weak SSI units amounted to Rs. 38.57 billion in comparison with 235,032 
units and Rs.36.09 billion, respectively, as at end-March 1997. In order to help the recovery 
of overdues, amendments have been carried out to the Recovery of Debt to Banks and FIs 
Act, 1993 and a provision of creation of Industry Facilitation Councils in all the States has 
been made. 

The main objective of SIDBI's refinance schemes being the enhancement of a flow of funds 
to the SSI sector and augmentation of the resources of PUs, banks provide refinance against 
term loans granted by eligible PUs to SSIs units. The loans given for setting up of industrial 
projects, expansion/technological upgradation/modernization/quality promotion/ 
diversification/rehabilitation of sick SSI units, etc., are eligible for refinance. Refinance 
schemes have been the main channel for SIDBI's extending assistance to the SSI sector. The 
Banks have also designed schemes for extending financial assistance to artisans, village and 
cottage industries and small units in the tiny sector as stated above. Banks are able to have 
access to a vast geographical area of the country as the assistance is channelised through 
PUs. The eligible PUs include State Financial Corporations, Twin Function Corporations, 
State Industrial Development Corporations, Scheduled Commercial Banks both in the 
public and private sector, State Cooperative Banks, Scheduled Urban Cooperative Banks 
and Regional Rural Banks. 



376 ■ Entrepreneurship 


Making Facilities Available Under One Roof for SSI 

A small-scale industry is a one-man show. The entrepreneur is the lone person in charge, 
and who has to perform all the duties right from receiving a letter to the inspection of the 
factory and fulfilling all required formalities. The entrepreneur who is expected to concentrate 
mostly on production is seen running from pillar to post, waiting for hours for the fulfillment 
of formalities, wasting his time in various institutions for sanctions of loan etc. Most of his 
time is spent in offices like income tax, sales tax, octroi, etc. under the circumstances he is 
not able to look after his main objective, that is, the functioning of his unit in the manner 
he desires. This is cause enough to render a unit sick. When the unit goes sick, it requires 
greater attention from the entrepreneur for its restoration of heath. But then a number of 
formalities emerge which have to be gone through again for which more time, more money 
and more managerial efficiency is wasted without adding anything to the unit's benefit. 
The entrepreneur complains that many a time the appointments fixed by the officers are 
not kept, waiting and trying for fresh appointments becomes inevitable. Thus, making all 
the facilities available under one roof for small entrepreneur would solve most of the problems. 
Under this 'Single Window' facility almost all facilities providing sheds, water, power, 
finance should be made available. A separate section/department should be provided for a 
separate facility but all under one roof, so that the entrepreneur may be able to obtain 
guidance and help at one place without wasting precious time and energy. Even the finances 
for these units should be provided from this center. The center should be fully equipped 
with facilities for SSI in itself. Problems relating to establishment, revival, selling of finished 
goods, etc., should be solved here. If one realizes that it would be too cumbersome to have 
so many departments just under one roof, separate offices may be established but equipped 
with all the requisite powers to take on-the-spot decisions, and facilities to deal with problems 
of the area at one go. 

Non-restriction on Marketing 

One of the major causes of continued sickness of industrial undertakings is the restriction 
on marketing imposed on them. In most of the cases, the parent industry makes a contract 
that the final product should be sold only to them and to no one else. They decide the 
quantity and the nature of the product. Many times, they refuses to purchase the product 
they ordered without assigning any reason. The small-scale entrepreneur is then left with 
the rest of the goods with no other market to sell in. This renders the unit sick, and such 
sickness cannot be cured unless they are allowed to sell this unsold stock somewhere else, if 
at all they can find a buyer, and then settle for a distress sale. There should be in any case, 
no restriction on the marketing of their products. One who has the right to manufacture 
must have the freedom to sell. If the parent industry fears that they may not get the 
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product required by them from these units, a contract could be made on the quota and not 
on the market of the product. It would be a two-fold profitable suggestion. On the one 
hand, the unsold goods would be sold and on the other these goods would meet the 
demand of other consumers. 

To assist SSIs in marketing of their products, SIDBI had created a Marketing Development 
Assistance Fund (MDAF) in 1995-96 by appropriating a sum of Rs. 100 million out of net 
profit. As at end-March 1999, the corpus of the Fund has been expanded to Rs. 350 
million. Out of this, a sum of Rs. 25 million has been specially earmarked for providing 
marketing assistance to women entrepreneurs. MDAF provides for financing innovative 
market projects through a suitable mix of instruments, like loans, conditional loans, grants 
and equity. Under the marketing finance scheme, assistance is also available for intangibles 
like marketing research, R&D, product upgradation and standardization, preparation of 
strategic marketing plans, advertising, branding, catalogue preparation, production of audio¬ 
visual aids, participation in trade fairs/exhibitions, undertaking sales promotion tours, 
establishing distribution networks, etc. 

There can be several measures that can be adopted by small entrepreneurs for making 
their units healthier through more effective marketing system. Some of the suggestions are: 
provision of test facilities with a view to increase the competitiveness of the products of 
small-scale units, to set up a consortium as a nodal agency to channels and identify 
markets of SSI products in India as well as abroad. It can work as a standard to 
guide the small industrialist to meet the international standards for their product, assisting 
the small entrepreneurs with marketing by opening market emporia under State-owned 
co-operative and assisted coo-operative societies, etc. A sub-contract exchange for SSIs 
started functioning from December 6, 1995, having been set up to gain information 
(and intervene suitably) in areas in which they could work jointly with large 
industries. 

Right of Decision-Making 

The promoters of sick SSI units often complain about the undue interference of various 
agencies, government, parent industry, etc., regarding what to produce, how to produce, at 
what price, when to sell and even what technology should be installed, some of the important 
questions which are decided by others and not by them though they are the owners and 
proprietors of the unit. In the fitness of things, the entrepreneurs be allowed to take important 
decisions with regard to machinery, cost of production and marketing, etc. If the government 
is to rehabilitate these units by means of protection, the first priority that needs to be 
addressed is to restore the basic right of decision making to the entrepreneurs, to whom it 
rightfully belongs in the first place. 
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Punishment and Rewards 

Most of the financial institutions/banks complained about the fraudulent practices like 
concealment of facts and cheating adopted by small-scale entrepreneurs. The entrepreneurs 
reportedly, take full advantage of concessions that are made available to them but they 
divert the funds somewhere else. When the unit for which the assistance is given is closed 
down, they have already established another one without using the assistance for the purpose 
for which was sanctioned. These unhealthy practices have to be stopped and the guilty 
entrepreneur should not be allowed to go unpunished. The financial institutions should be 
vigilant to catch them red-handed and once their guilt is proved, they should be black 
listed. No further assistance from any agency/financial institutions should be granted to 
them. This will reduce the possibility of malpractice being committed by these entrepreneurs 
for fear of their public image being besmirched. Since our financial resources are 
scarce and the number of units to be rehabilitated large, no one should be allowed 
to misuse these scarce resources. On the contrary, the potential ones should be 
rewarded. 

On the other side, the attitude of the financial institutions towards SSI was no better. 
Entrepreneurs of the sick units have pointed out that the cause of their units' sickness was 
merely due to the delay in payments/sanction of loans by the financial institutions. Most of 
the units would have not fallen sick or would have been rehabilitated, had there been no 
undue delay on the part of these concerned agencies in matters of loan and other facilities. 
If an institution is found to default, with no solid reason for' delays', it may be penalized 
and the sick unit compensated. 

Even the worker should be made accountable after fixing proper responsibility. There are a 
number of provisions and laws for labour protection. For example, minimum wage, provision 
of first-aid box being maintained for them, medical facilities, ventilation, light and 
space specification, healthy environment for them, etc., but there is no provision 
for a penalty if they are not fulfilling the duties for which they have been employed. An 
inspector coming to a factory will immediately sue the entrepreneur if the recommended/ 
specified facilities/provisions are not made available for the workers. But, there are no 
provisions of punishments for the workers if they cause unwarranted problems to the 
employer. 

It seems proper that an employer who has the right to hire a worker should have the right 
to fire him if he feels the workers are deliberately indulging in malpractices, delays, 
indiscipline, etc., and that the returns are not as expected. As such, there are no 'worker 
training pool' from where they could get skilled and competent workers for their factory 
and moreover, when they employ workers and train them, those workers are so reluctant 
that after a few days, the new machinery is found to be damaged. Thus, on one hand the 
returns are not as expected and on the other hand, the rates of wear and tear of machinery 
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is very high which further aggravates the sickness. But the labor laws being what they are, 
in case the entrepreneur expels the worker on account of negligence, misconduct, etc., 
there is always the risk of strikes or stoppages of work which would be highly detrimental 
particularly when the unit is already suffering losses. Entrepreneurs of at least sick units 
should be legally authorized to replace inefficient by efficient workers for the betterment of 
the unit. 

Advertisement Facility 

To attract a large number of customers including the common man advertisements become 
inevitable, but they are a costly affair. A small-scale entrepreneur with limited funds cannot 
afford the luxury of costly advertisement if he has to care for the quality of his product. 
Most of the unfortunate promoters of sick small-scale units claimed that their products are 
of high quality and efficiently manufactured but could not be sold in the market because 
the masses are unfamiliar with the brand. Big industrialists having large resources are in a 
position to push up the sales of their otherwise inferior products by advertising through all 
the available media, thus earning higher profits. If small-scale sick units can afford to advertise 
their products, they will definitely show better results. 

The solution to this problem is that all the voluntary agencies working exclusively for 
small-scale units, the financial institutions/banks should form a voluntary advertisement 
pool and collect finances for this purpose. Each agency should take up a certain number of 
small-scale units, collect funds from them and transfer them to the common pool. The 
amount of money so collected should be utilized towards advertisement of the small-scale 
units in order to popularize their products. Particular care should be taken to see that the 
product of sick units are prominently displayed in these advertisements. Periodical review 
of the performance of the advertised units should be undertaken and their share in the 
'advertisement pool' be revised accordingly. Priority in advertisement should be given to 
those units under rehabilitation whose products are of high quality but could not be sold 
due to lack of awareness on the part of the customers. In order to obtain desired results, it 
is necessary that time and space allocated to each unit in the advertising media is judiciously 
decided irrespective of the status and position of entrepreneurs involved. Once advertised, 
it starts showing profits and can be left out of the pool. 

Restriction in the Entry of Small-scale Units Manufacturing 
of Similar Items 

The small units brought under rehabilitation program were reported sick not because they 
could not achieve the targets of projection they had planned but because of a huge number 
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of entry of small-scale units for producing similar items. Suppose an entrepreneur has set 
up a unit and is running his business successfully with high returns. The unit is doing 
perfectly well in meeting the demand and supply of that product. This attracts others to 
produce similar goods. It is not necessary that all of them produce the same quality of good, 
but they surely increase the supply and competition among themselves. The over supply of 
goods affects the price adversely and, in turn, lowers profits. Naturally, the one earning 
profits gradually start losing his marketshare. The successful unit soon becomes sick. The 
remedy would be to check the growth of similar units in the same line of production. The 
new entrants should be diverted towards the production of other goods. For example, in 
Japan, a few units are allotted the manufacturing of a particular good and others seeking 
entrance are denied permission. They are diverted towards other manufacturing fields. This 
will not only help in controlling oversupply, unjust competition and sickness to small-scale 
entrepreneurs but will also encourage production in other fields as well. 

Setting-up of A Small-scale Units' Judicial Cell 

A judicial cell should be set-up exclusively for small-scale sick units to decide whether the 
unit should be rehabilitated or closed and that the implementation of the plan is done 
without any delay. The cell must be vested with ample powers to mark its effectiveness and 
to generate a degree of fear among the defaulting agencies. A sick unit requires rehabilitation 
assistance and should not be made to suffer due to delays. On the first indication of sickness 
a small-scale unit should at once refer its case to the judicial cell. The cell must work out a 
plan in co-ordination with other concerned institutions for its revival. The institution should 
be given a specified period to study the viability and recommend rehabilitation package. It 
can directly interact with various agencies for assistance and support as required under the 
rehabilitation package. For example, if the sick unit requires greater power supply to cure 
the unit, the institution/cell may order the electricity board to extend power supply to the 
unit in question. Let us take another example: if the cell finds that the unit has fallen sick 
merely because of market constraint and could be rehabilitated by widening the scope of 
marketing, it should arrange marketing research and provide wider scope and area of market 
for the same. 

It may appear at first sight that the setting up of these judicial cells may be highly expensive 
as if may involve recruitment of highly qualified and experienced personnel who are well 
aware of the conditions in industries and the concerned laws. It may also involve high 
salaries and expensive maintenance. In fact, a judicial cell will imply a body comprising 
representatives of various agencies like financial institutions, parent industries, labour unions, 
High Court, etc. The representatives of the financial institution/banks should be persons 
officially working for rehabilitation of small-scale industries cells as they have day-to-day 
information of changes and environment prevailing in these industries. But their selection 
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should be done very carefully from among all the concerned officers so as to come up with 
an honest and feasible solution. They could also take legal actions against factors that 
obstruct their functioning. It can also order for change in management/takeover, manager 
leasing the whole or a part of the unit, sale of the sick units, liquidation or dissolution of the 
sick industrial undertaking, etc. Its decisions should be binding on all the parties concerned. 

Co-ordinated Contribution by Various Agencies 

All concerned parties/stakeholders of the sick unit could contribute to some extent, in some 
way or the other, for its speedy revival. For example, labour could sacrifice in various forms, 
since it constitutes a sizable cost of production. It would largely help if voluntary agreement 
to a scheme for rationalization/retrenchment of surplus staff, wage stabilization (if not 
decreasing it) stoppage of work in support of any new demand for an agreed period, increase 
in the productivity in the present available situation, etc., could be made possible for the 
sick unit on the part of the labors. Production could be increased be increasing working 
hours with the same wage during sickness, stoppage in absenteeism, taking greater interest 
in the work and increasing their efficiency. The sacrifices should be demanded for only a 
specified period and should be based on understanding and fair play. 

Voluntary assistance/sacrifices by depositors creditors and shareholders would be praise¬ 
worthy, for example, an agreement regarding value of the shares, share-exchange value in 
the case of analysation, deposit of their shares with the financing agency as required, etc. A 
supplementary role could be played by the depositors by foregoing interest or reducing the 
interest rate and rescheduling the repayment of their deposits for a negotiated time period. 
To an extent, it would be in the depositors' own interest because when the sick unit again 
turns healthy and begins to work normally, the losses incurred can be compensated. At the 
same time, creditors could also help. Most important ones are the bulk of suppliers of raw 
materials. During sickness, the unit already facing financial constraints resorts to stretching 
payment so as to push up its existing cash fund and cash and the creditors resort to charging 
heavy interest and prices for future supplies, stoppage or delay of supplies, etc., causing 
financial distress and further burden on the sick unit. There are provisions that allow these 
sundry creditors at time of non-payment to take legal steps like winding up petitions. A 
great deal of haggling/negotiation is to be made with them. It could be in the form of 
agreeing to a phased liquidation of past dues, desisting from filing winding-up petitions, 
assurance of future supplies, settling of past dues within a specified period and so on. 

The Central Government must make special and practicable arrangements for rehabilitation 
of small-scale units. Once the small-scale unit is declared sick and unviable, it should be 
released from the yoke of central excise, wholly or partially, from the payment of income- 
tax, payment of minimum bonus under the payment of Bonus Act, and from import duties, 
if any. It should provide adequate marketing support and urge financial institutions to 
agree to softer terms till the time the unit is rehabilitated. 
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The State Government could act more effectively by providing more beneficial and infra¬ 
structural facilities. These sick units should be dealt with on preferential basis but only for 
a limited time period. Concession in power tariff, adequate budgetary support, exemption 
from sales-tax, octroi duty and other duties levied by the State Government, exemption 
from payment of stamp duty, registration charges, no power-cut in case of non-payment, 
speedier disposal of disputes and protection against labour unrest, market support, price 
preference, declaring the unit sick, etc., could help in speedy revival of the sick unit. 

Eoual Attention on Various Factors 

Successful functioning of a unit largely depends on the coordinated efforts of various factors, 
such as, the owner, creditors, tax gatherers, labour and so on. If one factor is permitted to 
thrive at the cost of others, a conflict is bound to arise, leading the unit to sickness. For 
instance, if the entrepreneur concentrates the income to one particular factor and pays less 
to others, the factor may become healthy (though it would be for a short time) but the 
entire unit would suffer. It is, therefore, essential that all factors get equal attention. 
Concentration of interest on limited resources causes inequality and stress. 

Declaration of a Year for Reviving Small-scale Sick Unit 

Keeping in view the importance of revival of sick units, it is high time that the government 
makes it a point to declare every alternate year as the year for revival of sick units. Unless 
such action is taken, there would be no positive solution to the problem. At least in one 
particular year, all the small-scale units should be taken up and judged for their potential 
viability. Those units which are not found viable should be closed down, and those found 
viable should be revived. There should be a clear idea as to actual position of small-scale 
units. This exercise would result not only in the stoppage of wasteful expenditure on non- 
viable units but also ensure proper utilization of the available funds, that are not too plentiful. 

GOVERNMENT POLICY - AN EFFORT TO STRENGTHEN THE 
SMALL-SCALE INDUSTRIES IN INDIA 

The Government of India for the first time tabled the new small enterprise policy titled 
'Policy Measures for Promoting and Strengthening and Supplementing Small, Tiny and 
Village Enterprises, in Parliament on August 6, 1991. The main thrust of the new small 
enterprise policy was to impart more vitality and growth impetus to the sector to enable it 
to contribute its mite fully to the economy, particularly in terms of growth of output, 
employment and exports. The sector had been substantially licensed, and concerted efforts 
were made to regulate and debureaucratize the sector with a view to remove all fetters on its 
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growth potential on the one hand and reposing greater faith in small and new enterprises 
on the other. 

The salient features of the price policy were: 

1. Increase in the investment limit in plant and machinery of tiny enterprises from Rs 2 
lakhs to Rs 5 lakhs, irrespective of the location of the enterprise. 

2. Inclusion of industry related service and business enterprises, irrespective of their 
location as small-scale industries. 

3. To introduce a limited partnership act. This would limit the financial liability of the 
new enterprises to the capital invested. 

4. Introduction of a scheme of integrated infrastructural development for small-scale 
industries. 

5. Introduction of factoring services to help solve the problems of delayed payments of 
small-scale sector. 

6. Market promotion of small-scale industries products through co-operative/public sector 
institutions, other specialized professional/marketing agencies and the consortium 
approach. 

7. To set up a Technology Development Cell in the small industries development 
organization. 

8. To accord priority to small and tiny sector in the allocation of indigenous raw materials. 

9. Setting up of an Export Development Center in the small industries development 
organization. 

10. To widen the scope of the National Equity Fund (NEF) to enlarge the single window 
scheme and also to associate commercial banks with provision of composite loans. The 
new policy was founded on a proper understanding of the fundamental problems of 
the small-scale sector and the measures proposed by it have integrated the various 
handicaps that face this sector. 

TAXATION BENEFITS: BOON FOR THE GROWTH OF SSI 
Need for tax benefits 

Small-scale industries are characterized by their limited and scarce resources/capital. These 
make them sensitive. In fact, small business is such a sensitive field where Murphy's law ( if 
anything can go wrong, it will) seems to operate without fail. The first thousand days seems 
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to be as critical in small business as in administration. The former needs support and the 
latter indoctrination for survival. In the beginning, small industries have to incur more 
expenses, but the returns are either nil or nominal. If this becomes uncontrollable, the unit 
may fall sick and needs rehabilitation before it is actually anticipated. Therefore, they need 
to be provided support and assistance to tide over the crucial initial stage to enable them to 
survive. Hence, the Government needs to come forward with various benefits to offer to 
small-scale industries in the country. One way to support the development of small-scale 
industries by the Government is to provide them tax benefits. The Government either 
exempts them from tax or provides concession in tax liability. This helps small industries 
accumulate capital, on the one hand, and plough back profits in business, on the other. 
The various tax benefits available to small-scale industries are now enumerated and discussed 
one by one. 

Tax holidays 

Under section 80J of the Income Tax Act, 1961, new industrial undertakings, including 
small-scale industries, are exempted from the payment of income-tax of their profits subject 
to a maximum of 6% per annum of their capital employed. This exemption in tax is allowed 
for the period of five years from the commencement of production. A small-scale industry 
has to satisfy the following two conditions to avail of this tax exemption facility; 

1. The unit should not have been formed by the splitting or reconstitution of an existing 
unit. 

2. The unit should employ ten or more workers in a manufacturing process with power, 
or at least twenty workers without power. 

Depreciation 

Under section 32 of the Income Tax Act, 1961, a small-scale industry is entitled to a 
deduction on depreciation on block of assets at the prescribed rate. In the case of the small- 
scale industry, deduction from the actual cost of plant and machinery is allowed subject to 
a maximum of rupees 20 Lakhs. The amount of depreciation is calculated by the diminishing 
balance method. In case of an asset acquired before the accounting period, depreciation is 
calculated on its written down value. For plant and machinery that are used in manufacturing 
in double or triple shift, an additional allowance called 'Extra Shift Allowance' is available. 

A small-scale industry should satisfy the following conditions before it becomes eligible for 
deduction in depreciation: 

1. The asset must be owned by the assessee. 

2. The asset must actually be used for the purpose of the assessee's business or profession. 
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3. Depreciation allowance or deduction is allowed only on fixed assets, i.e., building, 
machinery, plant and furniture. 

4. All the prescribed particulars must be furnished to the income-tax officer as required 
under section 34(1) of the Income- Tax Act, 1961, 

From assessment year 1991-92, in the case of the company, depreciation will be limited 
to Rs 7590 of the amount calculated at the specified percentages on the written down value 
of the block of assets. 

Rehabilitation allowance 

A rehabilitation allowance is granted to small-scale industries under Section 33-B of the 
Income-Tax Act 1961. The allowance is given to those small businesses that had to suffer 
on account of the following reasons: 

♦ Flood, typhoon, hurricane, cyclone, earthquake, or other natural upheavals; 

♦ Riot or civil disturbance, 

♦ Accidental fire or explosion; and 

♦ Action by an enemy or action taken in combating an enemy. 

The rehabilitation allowance should be used for the business purposes within three years of 
the unit's re-establishment, reconstruction of revival. The rehabilitation allowance is allowed 
to the unit equivalent of 60% of the amount of the deduction allowable to the unit. 

Investment allowance 

The investment allowance was introduced way back in 1976 to replace the initial depreciation 
allowance. The investment allowance under the section 31A of the Income-Tax Act 1961, 
is allowed at the rate of 25% of the cost of acquisition of new plant or machinery installed. 
Although the investment allowance has been made available for the article or things except 
certain items of low priority, yet, as per the 11 th schedule to the Income Tax Act 1961, a 
special dispensation has been provided for the plant and machinery installed in small-scale 
industries. In comparison with other industries, small-scale industries are at an advantage 
in claiming a deduction of investment allowance. 

A small-scale industry can avail of investment allowance provided it has put to use machinery 
or plant either in the year of installation or in the immediate following year, failing which 
the benefit will be forfeited 
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Expenditure on Scientific Research 

Under the section 35 of the Income Tax Act 1961, the following deductions in respect of 
expenditure on scientific research are allowed: 

1. Any revenue expenditure incurred on scientific research related to the business of the 
assessee in the previous year. 

2. Any sum that it pays to a scientific research association or a university, college, 
institution or to a public company, which has as its object, the undertaking of scientific 
research. 

3. Any capital expenditure incurred on scientific research related to the business of the 
assessee subject to the provision of section 35(2) of the Income Tax Act, 1961. 

In case of any unabsorbed capital expenditure incurred on scientific research, the provisions 
of the Income Tax Act allow to carry it forward for adjustment against the profits earned by 
the business in the subsequent years, for an indefinite time period. 


Greater Attention on TQM in small Enterprises 

It is easy to start small enterprises but difficult to make them survive. It is more so in the 
context of ever increasing competition in business brought about by liberalization, 
globalization and privatization of the Indian economy. The small businesses generally lose 
out on this platform. Only those enterprises can survive that possess enough strength to 
face the stiff and complex competition. Further, small enterprises find it more difficult to 
face competencies, etc., and become weaker. The question then arises - how to develop 
competitive strength among small enterprises to meet competition effectively? The answer 
to this question is 'quality'. As mentioned earlier, quality is conformance to requirements. 
According to David Kearns, the former CEO of Xerox, quality has assumed such great 
importance that it has become the battlefield of the nineties; only the fittest will survive 
beyond 2000. 

Quality serves as competitive advantage and enables small enterprises to withstand the 
onslaughts of a competitive environment. As competition always keeps changing to more 
and more complex technologies, so continuous improvement is required in quality to face 
such ever complex competition effectively. It is TQM, as stated earlier, that ushers in 
continuous improvement in organizational performance. TQM, thus, strengthens the 
competitive strength of small enterprises to conform to the changing requirements of business. 

The same underlines the need for TQM in small enterprises. 

In aggregate, TQM can help strengthening of small enterprises in the following manner: 

♦ By increasing efficiency in processes. 

♦ By providing more time for innovation and creativity. 
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♦ Boosting the morale of employees. 

♦ Improving the quality of products and services. 

♦ Enhancing customer satisfaction. 

♦ Snatching higher market share 

♦ Generating higher productivity 

♦ Achieving higher profits, etc. 

A Quality Certification Scheme was launched in 1994 to improve the quality standards of 
SSI products which are to be assisted by awareness programmes and financial support to 
acquire ISO 9000 or similar international quality standards. 

Reouires Liberal Credit Policy 

The small-scale units have very weak base of their own funds, on the one hand, and have no 
access to other sources of funds like capital market, on the other. Hence, they have to 
depend upon the State Financial Corporations (SFCs) and the commercial banks to meet 
their long-term and short-term capital requirements. However, as against the minimum 
norm of 20 percent prescribed by the Nayak Committee, the actual availability of credit 
from the financial institutions was very low at 8.1 per cent of output. In case of tiny units, 
it was merely 2.7 per cent of their output. This underlines the need for a comprehensive 
credit scheme targeted at small industry exports. 

Infrastructure 

Fack of infrastructure facilities like power supply, transportation and communication 
adversely affect the quantity and quality of production, its cost and delivery. These, in turn, 
tell upon the export performance of small-scale units. The launching of a new scheme of 
Integrated Infrastructure Development in rural and backward areas is a step in the right 
direction. 

The states should attempt at promoting small industries by offering world-class facilities at 
commercially feasible rates instead of subsidizing industrial development. The attempt 
should be to develop 3-4 zones which are near a growth centre having adequate infrastructure 
linkages and social infrastructure. 

SIDBI has introduced a new scheme of assistance for supporting the development of industrial 
areas. Under the scheme, assistance will be extended to the state small industries development 
corporation, State Infrastructure Development Corporation and such bodies engaged in 
dealing exclusively with the industrial area for the SSI sector. Preference under the scheme 
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will be given to those projects which are located in rural and semi-urban areas or a centrally 
notified backward district. 

Laying special emphasis on the development of infrastructure of the SSI sector, SIDBI 
launched an improved 'Scheme of Direct Assistance of Development of Industrial 
Infrastructure f or the SSI sector' in March 1997, in supersession of the earlier scheme. The 
range of assistance covers the setting up of industrial estates/development of industrial 
areas, strengthening of existing industrial estates and clusters, setting up of common facilities 
centers, warehousing and container services, electronics/software technology parks, marketing 
outlets, etc., wherever the beneficiaries are predominantly SSIs. Besides, SIDBI also operates 
scheme for Integrated Infrastructural Development (1ID), under which financial assistance 
is provided for the setting up of IID centers with facilities like water supply, power, 
telecommunication, etc., for SSIs in rural backward areas as envisaged under the Government 
of India policy for promoting and strengthening small, tiny and village enterprises. 

NABARD launched in mid-1993 District Rural Industries Project. Under the project, 
efforts are made for creating an environment and infrastructure conducive to increased 
production and income earning opportunities to the setting up of commercially viable 
units in rural areas. 

A mega plan has been worked out to set up about 1000 rural technology parks which will 
provide all the infrastructural needs in the village. 


Technology 

Technology is the crux of quality and competitiveness. However, the adoption of technology 
in small industries is hampered due to lack of infrastructural facilities, on the one hand, 
and the present investment ceiling of the small-scale industry, on the other. Except for a 
small segment of modem small-scale industry that makes use of state-of-the-art technology, 
this sector is saddled with obsolete technology. Mostly all traditional textile industries of 
Bengal were closed down for want of innovation or better technology. Unlike large industries 
SSIs, cannot afford to go in for alternatives, like installing their own technical units, because 
of the heavy costs involved. Nevertheless, the Government has set up several tool rooms, 
production-cum-process development centers, regional testing centers and workshops, 
schemes of industrial parks and ISO-9000 to break the prevailing inertia and promote 
exports from small-scale units. A proper technology upgradation can solve the problems of 
many of the sick industries. 

A scheme introduced in 1993 aims to promote the adoption of clean technology by small 
industries. It covers three main areas: reduction of waste and pollution from the 
manufacturing processes; recycling household wastes for the re-use, and effluent treatment 
and disposal. 
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Technical assistance to SSI takes the form of identification of new lines of production, 
provision of operational schemes indicating therein the details of production techniques 
and equipment required, assistance to installing plant and machinery and in solving various 
production problems from time to time. For the small-scale enterprise, plagued as it is by 
inadequate managerial and technical expertise, advice is a vital form of assistance. 

For technical cottage industries in khadi and village industries the respective commodity 
boards and specialized institutions (such as the KVIC) provide such technical assistance 
including those relating to the development of designs and improved production techniques. 

Modernization: as part of a programme of development assistance, it is necessary to accord 
priority to measures calculated to improve managerial efficiency and productivity, and 
bring about modernization of equipment and know-how. Modernization is not, however, 
confined to installing new and up-to-date equipment only. It has other equally weighty 
aspects too: 

♦ Modernization of techniques and equipment with emphasis on choice of appropriate 
technology consistent with economy, efficiency and quality, 

♦ Modernization of management in terms of motivation, attitudes and skills of owner- 
managers as well as other personnel employed in small firms, and 

♦ Modernization of organization structure. 

The importance for providing integrated and not piece-meal assistance to the SSls sector 
can hardly be over-emphasized. An integrated package comprising appropriate policy 
supports, and inputs such as technology, management, finance, marketing aid, training 
and incentives has to be designed to remedy the rehabilitation problems of SSls. The approach 
in all this should, however, be developmental and not protective. 

The voluntary organizations, such as the association of small industries and chambers of 
commerce need to be associated more closely than in the past in all the matters concerning 
the SSI sector, like sickness, ancillarisation, modernization, raising productivity, etc. Another 
way the organization can function is to pool resources and make available to their members 
information on technology, market opportunities and quality control. 

The current technology is predominantly information-intensive (EPW, Vol. XXXVII, No. 
19, May 17,2002) unlike the earlier technologies that were essentially material-intensive. 
Denial of access to the information highway, in this information age, will severely handicap 
small entrepreneurs in their quest for information on the latest technology, designs, and 
market conditions and prevent them from networking with other firms. The government 
should take urgent measures to introduce more service centres to enable easy accessibility of 
these services and enhance competitiveness. Without these, the Indian firms will not secure 
a level laying field that is so very necessary in order to be globally competitive. 
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Exploring Export Possibilities of Products from SSIs 

Export marketing widens the market available to small industrial units and enables them to 
go beyond the boundaries of a country. The units which could show export performance 
would enjoy greater stability and resistance power against depressions and political 
uncertainty in a country. Export marketing gives more competitive strength and enables an 
industrial unit to iron out the seasonal variations in demand. 

Though overall exports of the small-scale sector were extremely limited before the seventies, 
yet in recent years, they have gradually increased pushing up the share in total exports. The 
small-scale sector now accounts for twenty-nine percent of the total value of export against 
about 11 percent in 11970-71. The major contribution to exports from the small-scale 
sector during the period has been in respect of gems and jewelry, engineering goods, drugs 
and pharmaceuticals, sports goods, finished leathers and leather manufactures, ready-made 
cotton garments, processed food, lac, and plastic products. These products accounted for 
merely 55 per cent of small-scale sector exports in 1990-91. The review makes clear the 
contributions made by small-scale sector to the Indian economy. The future role of this 
sector will largely be determined by its ability to create more employment opportunities. 

The systematic evaluation of the small-scale sector in India with its economies of operation 
particularly in the case of labour intensive or batch process items have contributed in a 
large measure to the gradual expansion and divergence of the country's export pattern. 
Some of the items of India's small-scale units that figure more prominently on shopping 
lists the world over including even sophisticated countries are auto ancillaries and parts, 
bicycle components, electrical appliances and accessories, electronic components, wire netting 
machinery, spectacle frames, fountain pens, umbrella handles, imitation jewelry, leather 
goods, sports goods, handlooms, food products, chemicals, dyes, cosmetics and toiletries 
and other chemical products. But in spite of all its progress, the small-scale sector still faces 
problems in exports which hampers its effort to undertake exports in an organized and 
appreciable manner. 

Existing Policies and Programmes for Rehabilitation 

The increase in the formulation of policies and programmes for rehabilitation is so enormous 
that it seems that the real issue today is one - not of adequacy - but of implementation. 
Not only this, policies are amended every now and then with changing time and requirement. 
It is a matter of concern for banks, financial institutions, voluntary agencies, state 
governments and the Central Government, etc., each of which has tried to meet the smallest 
requirement of rehabilitation, which is why each requirement of rehabilitation seems to 
have a scheme of its own. Matters such as need for machines, loans, financial assistance, 
amalgamation, expansion of units, modernization, entrepreneurial development, concessions, 
reliefs, marketing and so on are dealt with under various schemes provided by various 
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institutions, for instance, Refinance Scheme for rehabilitation of small industries by IDBI, 
Margin Money Scheme for revival of sick small units by the government, Soft Loan Assistance 
Fund for Refinance against loans granted by institutions to sick SSI units at concessional 
rates and for providing quasi-equity assistance to SSI by IDBI, merger and amalgamation 
for revival of sick units by the Income Tax Act, Section 72-A, provisions of financial assistance 
in the shape of long-term loans for small-scale industries in the state of Uttar Pradesh by 
UPFC, provision of consultancy service to the bank, etc., are there to assist such units, on a 
selective basis. Similarly, merchant banking services are available for amalgamation, merger, 
reconstruction by IRCI, seed capital assistance by IDBI, special schemes of assistance to 
technical entrepreneurs by SFC and so on and so forth. Even the industrial policy has 
undergone tremendous changes in the post-independence period. 

An attempt has been made to critically discuss in detail the various schemes and policies for 
rehabilitation of a sick small-scale unit in various chapters discussing institutions/banks/ 
agencies separately. Sincere efforts have been made not to leave out a single important 
policy/scheme for rehabilitation as far as possible. If any of the policies/schemes of the 
institutions/banks has been left out, it may be due to the fact that its nature of work must 
have involved immense resemblance with the institutions already discussed herein. Since 
various policies and programmes for rehabilitation have been discussed in detail in various 
chapters, so it will not be advisable to repeat them here. 

Though a lot has been done for rehabilitating sick industrial undertakings, each year after 
the collection of sick industrial statistics, we find that the number has increased over the 
years. Either these programmes/ packages are not availed of or they are not sufficient and 
enriched in themselves to rescue these industries. We need a positive policy with positive 
results. A more congenial method with co-ordinating machinery for solving the problem is 
needed. Suggestions which may, if adopted, positively help these sick small-scale units, 
have already been given in the foregoing pages. 

SUMMARY 

This chapter discusses (a) what is meant by viability study then we (b) discuss the 
discriminate model to conduct viability study and then in the end, we (c) discuss the 
policies on rehabilitation and some suggestions for rehabilitation. 

REVIEW QUESTIONS 

1. Who should conduct viability study to detect sickness in a small-scale industry? 

2. What should be covered under the viability study? 
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3. How can discriminant analysis help in judging the health of a small business? 

4. Apply discriminant analysis on the available variable of small business and find out 
the state of the unit. 

5. Suggest various measures to rehabilitate sickness of small-scale industries. 

6. Critically examine the rationale of policy intervention to promote small business and 
the policies of the government/fmancial institutions while addressing the crucial issues 
relating to industrial sickness and reservation. Discuss. 

7. How can creativity and innovation help in the rehabilitation process? 

8. Discuss the remedies to remove technological absolence in Indian small business. 




^ Women Entrepreneurship 


LEARNING OBJECTIVES 

After reading this unit, you will be able to understand: 

• Introduction to Women Entrepreneurship 

• Scope of Entrepreneurship among Women 

• Promotional Efforts for Women Entrepreneurs in India 

• Barriers and Obstacles Confronted by Women Entrepreneurs 

• Suggestion for Improvement in the Status of Women Entrepreneurs 

• Conclusion 


Meet Indra Nooyi, the newly appointed CEO of Pepsi Co. She was the president and CFO of PEPSI Co 
Incop. since 2001 before being promoted to the post of CEO. She is an alumnus of IIM, Kolkata. She has 
been named as the world's most powerful business women by Fortune Magazine. She is not a second- 
generation entrepreneur, she took the tool of good education in hand and has rapidly risen to the present 
glory with her sharp business acumen and determination. Her present plans are to accelerate the groups 
to shift healthier products. She believes introducing healthier products is the demand of the market and 
Pepsi would definitely respond this changing demand. The acquisition of Quaker cereals goes to her 
credit. She predicts sustainable growth in the future. She indeed is the women in charge! She is not the 
only star from her family even her elder sister Chandrika Tandon has founded Tandon Capital Associates, 
a consulting firm that has helped the American banking industry save about $700 million. Salute to Indian 
Women Entrepreneurs! 


INTRODUCTION 

It is estimated that presently women entrepreneurs comprise about 10% of the total 
entrepreneurs in India. It is also clear that this percentage is growing every year. If prevailing 
trends continue, it is not unlikely that in another five years, women will comprise 20% of 
the entrepreneurial force in India. It is perhaps for these reasons that government bodies, 
NGO’s, Social Scientists, Researchers and International agencies have started showing interest 
in the issues related to entrepreneurship among women in India. 
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Indian Women have come a long way with changing time. Interestingly issues related to 
women in India, like female foeticide, bride burning (for reasons of dowry) and ‘sati’ (widow 
burning) are a passe in Modern India. Each of these acts is a criminal act and an extremely 
rare occurrence is now being reported. 

Following are some interesting facts on status of women in modern India: 

• India has the world’s largest number of professionally qualified women. 

• India has more female doctors, surgeons, scientists and professors than the United 
States. 

• India has more working women than any other country in the world. This includes 
female workers at all levels of skill - from the surgeon and the airline pilot to bus 
conductors and menial labourers. 

Ironically, even with such advancements made by women of modern India, on an average 
women in India are socially, politically and economically weaker than men. But moves are 
underway to empower women. The most news-making development was the introduction 
of the Women’s Bill in Parliament in late 1998: the Bill seeks to reserve a certain percentage 
of seats in Parliament for women. The passing of this bill has lead the women to be a part of 
law making body and hence has given them a chance to protect their interest. Moreover, 
there is a National Human Rights Commission for Women that handle all human rights 
violations against women, there is National Council for Women that advocates policy for 
women, there is an entire ministry for women that formulates and implements policy for 
them. Hence the efforts are on to raise the status of women in modern India. 

The call of the present time is that women should be financially independent. But the 
problem with financial independence of women is that the availability of jobs (in general 
for both women and men) is very less and hence some new methods have to be sought out 
by women to gain financial independence. Entrepreneurship among women can be eyed as 
a tool for Employment and Income Generation. The concern to develop more women 
entrepreneurs emerges from the fact that women represent 50% of the world population, 
but receive only 10% of the world income and less than 1% of the world’s assets. Efforts 
have been made by various governmental and non-governmental agencies all over the world 
to promote women entrepreneurs. The results are somewhat encouraging. There is growth 
in the number of women opting for entrepreneurship as their career option. There is also a 
perceptible shift in the nature of businesses being set up by women in India. The myth 
that women are fit only for papad and pickle making is shattered completely. Women 
entrepreneurs are making a mark in the garment and service industries, as also in the 
computer, chemicals and construction material industries. The development of women 
entrepreneurs is in line with the overall entrepreneurship development in the country. 
‘The Women Entrepreneurship’ in Modern India is there to stay. 
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Entrepreneurship is the Dynamic Need 

In general, contemporary economists agree that entrepreneur is a business leader who has a 
pivotal role in fostering economic growth and development. Entrepreneurship is one of the 
most important inputs in the economic development of a country or a region. The number 
and competence of entrepreneurs affect the panacea of the economic evils in a developing 
country. In fact, entrepreneurship is the dynamic need of a developing nation. 

ENTREPRENEURS IN DEVELOPING ECONOMY 

The concept of entrepreneurship is not different in developing economies. In developing 
economies like that of India, the scope and need of entrepreneur is higher. An entrepreneur 
need not necessarily innovate, even if he imitates any technique of production / marketing 
from a developed country, he is an entrepreneur in his own right and makes a contribution 
to economic development as long as he starts business, undertakes risk and bears uncertainties. 
In developing countries, entrepreneurship is considered as a form of labour, which tells the 
rest of labour what to do and how to get things done. 

Entrepreneurship development in India has received much attention during the last few 
years. In the Industrial Policy Resolution of 1956, the government had emphasized the 
setting up of large numbers of medium and small-scale industries as one of the major steps 
for the economic growth of the country and to solve the massive unemployment problem 
among the educated youth of India. 

Despite the critical importance of entrepreneurs and entrepreneurship, few developmental 
programmes or strategies include any systematic means for identifying entrepreneurial 
potential, for enhancing that potential, or for stimulating new sources of entrepreneurship 
programmes. Financial institutions have excellent systems for assessing collaterals, mediocre 
systems for assessing project feasibility and no system at all for assessing entrepreneurial 
acumen. Numerous management training programmes have been developed for 
strengthening accounting skills, feasibility analysis, marketing and inventory control, but 
few, if any, of these programmes address the fundamental question of how to select and 
strengthen entrepreneurs and their business plan. 

During the last decade women as entrepreneurs have been brought into sharper focus, 
which has led to a number of surveys, where male and female entrepreneurs have been 
compared. But according to Baker et al. (1997) surveys with the focus on women 
entrepreneurs still account for only 6-8 per cent of international research into 
entrepreneurship. 

The conclusion of the existing surveys is that there are many similarities between a male 
and a female entrepreneur, but that a number of differences exist, for example, in connection 
with the motives behind the start of their own enterprise. Thus, Holmquist (1997) points 
out that empirical studies of women entrepreneurs and the development of theories about 
women is a neglected subject in descriptive and prescriptive research work. 
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However, interest is increasing as a consequence of a rapidly increasing social and industrial 
policy focus on the potential of entrepreneurship amongst women, this is motivating more 
women to start their own business world. 


EMPLOYMENT GENERATION 

Growing unemployment particularly educated unemployment is an acute problem of the 
nation. The available employment opportunities can cater to only 5 to 10% of the 
unemployed. As discussed, wage employment is self-saturating. When government creates, 
say hundred jobs in various departments, 100 persons get employed and the vacancies are 
filled for thirty years or so, till these people retire and the vacancies re-emerge. If a hundred 
persons become entrepreneurs they not only create hundred jobs for themselves but also 
provide employment to many more. Thus, entrepreneurship is the best way to fight the 
evil of unemployment. 

Entrepreneurship helps solving problems related to: 

• Employment Generation 

• National Production 

• Dispersal of Economic Power 

• Balance Regional Development 

• Harnessing Youth Vigor 

THE SCOPE OF ENTREPRENEURSHIP AMONG WOMEN 

Although many women have advanced in economic structures, for the majority of women, 
particularly those who face additional barriers, continuing obstacles have hindered their 
ability to achieve economic autonomy and to ensure sustainable livelihoods for themselves 
and their dependants. Women are active in a variety of economic areas, which they often 
combine, ranging from wage labour, subsistence farming and fishing to the informal sector. 
However, legal and customary barriers to ownership of access to land, natural resources, 
capital, credit, technology and other means of production, as well as wage differentials, 
contribute to impeding the economic progress of women. Women contribute to development 
not only through remunerated work but also through a great deal of unremunerated work. 
On the one hand, women participate in the production of goods and services for the market 
and household consumption, in agriculture, food production or family enterprises. (Though 
included in the United Nations System of National Accounts and therefore in international 
standards for labour statistics, this unremunerated work - particularly that related to 
agriculture - is often undervalued and under-recorded). On the other hand, women also 
perform the great majority of unremunerated domestic work and community work, such as 
caring for children and older persons, preparing food for the family, protecting the 
environment and providing voluntary assistance to vulnerable and disadvantaged individuals 
and groups. This work is often not measured in quantitative terms and is not valued in 
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national accounts. Women’s contribution to development is seriously underestimated, and 
thus its social recognition is limited. The full visibility of the type, extent and distribution 
of this unremunerated work will also contribute to a better sharing of responsibilities 
between women and men. Lack of employment in the private sector and reductions in 
public services and public service jobs have affected women disproportionately. In some 
countries, women take on more unpaid work, such as the care of children and those who are 
ill or elderly, compensating for lost household income, particularly when public services are 
not available. In many cases, employment creation strategies have not paid sufficient attention 
to occupations and sectors where women predominate; nor have they adequately promoted 
the access of women to those occupations and sectors that are traditionally male. Considering 
all the reasons mentioned above entrepreneurship among women is an area which can help 
in Employment Generation and Income Generation among Women. 

To add weight to the issue of promoting Entrepreneurship among women, lets scan an 
interesting finding. Women entrepreneurs are on rise in Modern India. A study by Global 
Entrepreneurship Monitor (GEM) which covers wide range of 37 GEM countries has 
some interesting results: In 2002, the average rate of entrepreneurship among women 
across GEM countries was 8.9%, meaning that one in eleven women is an entrepreneur, 
with a wide range across 37 GEM countries. Thailand tops the list with 18.5% of women 
as entrepreneurs followed by India with 14.1% women entrepreneurs. 

{AMAZING! SALUTE TO INDIAN WOMEN! See Graph below} 



Graph 1: Rate of Entrepreneurship among Women and Men in 37 GEM Countries 2002 


Source: nwbc.gov 
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Japan has lowest rates of women entrepreneurs with just 0.6% women as entrepreneurs. 

The GEM countries with highest levels of entrepreneurship among women in 2002 are, in 
descending order: 

• Thailand (18.5%) 

• India (14.1%) 

• Argentina (11.5%) 

• Brazil (11.1%) 

• China (11%) 

• New Zealand (10.6%) 

• Mexico (10.3%) 

• Chile (9.5%) 

• Korea (8.6%) 

• The United States (8.1%) 

The countries with the lowest rates of women entrepreneurship are, in ascending order: 

• Japan (0.6%) 

• Belgium (1.5%) 

• Russia (1.6%) 

• Croatia (1.8%) 

• France (2.1%) 

• Hong Kong (2.3%) 

• Spain (2.8%) 

• Sweden (2.6%) 

• Singapore (2.7%) 

• Slovenia (2.9%) 

Source “Women’ Entrepreneurship Around the Globe, www.nwbc.gov 

The study of phenomena related to women’s entrepreneurship has been augmented by this 
tremendous growth in the formation and development of women-owned businesses. 

For women, the need for an effective and comprehensive approach for detecting and 
stimulating entrepreneurial potential is underlined by some other important issues like 
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population pressure and sluggish growth in developing nations like India. Thousands of skilled 
professional women are graduating every year, trained to enter a job, which either does not 
exist or is not possible due to insignificant development and insufficient infrastructure. 

The proportion of educated and skilled women in total employment is increasing. Hence expansion 
of employment opportunities both to provide income and to harness the growth potential 
of educated unemployed women is very important. Hence the promotion of self-employment 
of educated women has the additional advantage of creating more jobs for aspiring educated 
women. To understand the gravity of the problem associated with educated unemployed 
women lets take the example of The State of Kerala, the status of women in terms of crucial 
demographic indicators such as sex-ratio, literacy rate, infant mortality rate, age and marriage 
and life expectancy is quite high in Kerala when compared to national average. However, 
the percentage of women in work participation in Kerala is 16.9 per cent, which is lower 
when compared to the national average of 22.73 per cent. This is because in the rest of the 
country, women tend to be employed in traditional agriculture and construction works. 
The educated Kerala women tend to seek employment in offices or skilled jobs in the 
manufacturing and service sectors. Despite the favorable demographic indicators of women’s 
position in Kerala, the number of women entrepreneurs is rather discouraging. According 
to government estimate, as on March 1994, out of the total 1,10,380 small scale units in 
Kerala, women initiated enterprises constitute only 13 per cent. It is in this context that the 
entrepreneurship among women in Kerala becomes relevant as a potential instrument for generating 
employment and income. Entrepreneurship is an ideal tool whereby women can be drawn 
into the mainstream of economic activity and thereby improve their social status. The total 
number of small-scale industrial units registered in Kerala on March 31, 1995 was 1,26,220. 
Out of which women units were only 19,361 or 6.5 per cent. When compared to the 
women population and educational level, the number of women entrepreneurs is small. 
With growing awareness and education across our nation the problem of educated 
unemployed women is on rise. This situation should change, but requires tremendous 
efforts by various agencies like the government, NGO’s, financial institutions, and training 
institutions, etc. 

Promotional Efforts Supporting Women Entrepreneurs in India 

Women entrepreneurship is a relatively new concept in India. The concern to develop more 
women entrepreneurs emerges from the fact that women represent 50% of world population, 
but receive only 10% of the world income and less than 1% of the world’s assets. Yet, 
research has shown that “women entrepreneurs are no different from men in terms of their 
personality cognition, achievement motivation, dependency and other related attitudes.” 
The gap in women’s participation to world’s income is due to various social and personal 


constraints. 
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Efforts have been made by various governmental and non-governmental agencies all over 
the world to promote women entrepreneurs. The results are somewhat encouraging. 

Entrepreneurship development in India has received much attention during the last few 
years. Several Policies, Programmes, Procedures and Institutions have been formulated to 
support development of entrepreneurship among women in India. The present text discusses 
these promotional procedures in brief and their implication for women entrepreneurs: 



Policy Framework Supporting Women Entrepreneurs in India 

The principle of gender equality is enshrined in the Indian Constitution in its Preamble, 
Fundamental Rights, Fundamental Duties and Directive Principles. The Constitution not 
only grants equality to women, but also empowers the State to adopt measures of positive 
discrimination in favour of women. Within the framework of a democratic polity, our laws, 
development policies, plans and programmes have aimed at women’s advancement in 
different spheres. From the Fifth Five Year Plan (1974-78) onwards has been a marked shift 
in the approach to women’s issues from welfare to development. In recent years, the 
empowerment of women has been recognized as the central issue in determining the status 
of women. 

The National Commission for Women was set up by an Act of Parliament in 1990 to 
safeguard the rights and legal entitlements of women. The 73 rd and 74 th Amendments 
(1993) to the Constitution of India have provided for reservation of seats in the local bodies 
of Panchayats and Municipalities for women, laying a strong foundation for their participation 
in decision-making at the local levels which has been instrumental in the empowerment of 
women. 


NATIONAL POLICY FOR THE EMPOWERMENT OF WOMEN: 
2001 

As a follow up action to the commitments made by India during the Fourth World Conference 
on Women held in Beijing during Sep. 1995, the Department Women and Child 
Development has drafted a National Policy for the Empowerment of Women after nation- 
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wide consultations to enhance the status of women in all walks of life on par with men 
and actualize the constitutional guarantee of equality without discrimination on grounds 
of sex. The department formulates plans, policies and programmes, enacts/amends legislation 
affecting women and children and guides and coordinates the efforts of both governmental 
and non-governmental organisations working in the field of women and child development. 
Apart from this, the department implements certain innovative programmes for women 
and children. These programmes are in the areas of employment and income generation, 
welfare and support services, gender sensitization, training for employment and income 
generation and awareness generation. The ultimate objective of all these programmes is to 
make women independent and self-reliant. The major policy initiatives undertaken by the 
department in the recent past include the establishment of the National Commission for 
Women (NCW), Rashtriya Mahila Kosh (RMK), universalising and strengthening of ICDS, 
setting up of National Creche Fund (NCF), launching of Indira Mahila Yojana (IMY), 
Balika Samriddhi Yojana (BSY), and Rural Women’s Development and Empowerment 
Project, also known as Swa-shakti project. The goal of this policy is to bring about the 
advancement, development and empowerment of women. Efforts are on for wide 
dissemination of the policy so as to encourage active participation of all stakeholders for 
achieving its goals. Specifically, the objectives of this Policy include: 

(i) Creating an environment through positive economic and social policies or full 
development of women to enable them to realize their full potential; 

(ii) The de-jure and de-facto enjoyment of all human rights and fundamental freedom by 
women on equal basis with men in all spheres - political, economic, social, cultural 
and civil; 

(iii) Equal access to participation and decision making of women in social, political and 
economic life of the nation; 

(iv) Equal access to women to healthcare, quality education at all levels, career and vocational 
guidance, employment, equal remuneration, occupational health and safety, social 
security and public office etc; 

(v) Strengthening legal systems aimed at elimination of all forms of discrimination against 
women; 

(vi) Changing societal attitudes and community practices by active participation and 
involvement of both men and women; 

(vii) Mainstreaming a gender perspective in the development process; 

(viii) Elimination of discrimination and all forms of violence against women and the girl 
child; and 

(ix) Building and strengthening partnerships with civil society, particularly women’s 
organizations. 
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The involvement of voluntary organizations, associations, federations, trade unions, non¬ 
governmental organizations, women’s organizations, as well as institutions dealing with 
education, training and research have been ensured in the formulation, implementation, 
monitoring and review of all policies and programmes affecting women which has been 
instrumental in empowering women. 

NATIONAL LEVEL STANDING COMMITTEE ON WOMEN 
ENTREPRENEURS 

A National Level Standing Committee on Women Entrepreneurs was constituted under 
the chairmanship of the ministry of State for Sports, Youth Affairs, Women and Child 
Welfare to look into the problems of women entrepreneurs and evolve policies for promotion 
of entrepreneurship among women in the country. The committee is represented by all 
agencies connected with the entrepreneurship development, women entrepreneurs and 
officials. The committee has evolved certain policies for the promotion of entrepreneurship 
amongst women. The committee has also recommended a definition of women entrepreneurs 
and officials. Which has been subsequently adopted by small scale industries board. A 
women’s cell has also been functioning in the office of the DC (SSI) to attend to the 
problems faced by them and to provide necessary liaison. A model syllabus has been 
developed for conducting exclusive programmes for women under different categories 
including tiny units. 

WOMEN S COMPONENT PLAN AND GENDER FOCAL 
POINTS 

The Planning Commission, with a view to converge the benefits in the social and economic 
development sectors for women in the 9 th Plan had requested all the secretaries of the 
various Ministries and Departments of the Government of India to draw up a women’s 
component plan to identify allocation in all the sectors at the Centre by aggregating them 
in an integrated manner. In this context, the Minister for Human Resource Development 
had requested all the Ministers for their personal intervention in the matter of inclusion of 
an identifiable women component plan in the programmes of the respective Ministries/ 
Departments right from the planning process and thereafter to monitor allocations and 
implementation of programmes to ensure the reach of benefits to women. The Cabinet 
approved one of the recommendations of the National Perspective Plan for Women 
(1988-2000), which says that the Planning Commission and all the Ministries/ Departments 
should have a women cell and the annual reports of all the Ministries/ Departments at the 
Central and State levels should document and review the work done concerning women. 
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The Department, accordingly, requested all the Ministries/Departments to set up advisory 
committees for women in each sector to help in the preparation, monitoring and 
implementation of the women component plan, to set up a women’s cell, to set up gender 
focal point and to include a chapter on women component plan in their annual reports. 

NATIONAL COMMISSION FOR WOMEN 

The National Commission for Women, a statutory body, set up under the National 
Commission for Women Act, 1990 has a mandate to safeguard the rights and interests of 
women. The Commission continued to pursue its mandated activities, namely review of 
laws, interventions into specific individual complaints of atrocities and remedial action to 
safeguard the interests of women, whatever appropriate and feasible. The Commission has 
accorded highest priority to securing speedy justice to women. 

The Commission has been instrumental in introducing fresh ideas, innovative model, 
training, packages, model for speedy justice etc. The Commission apart from looking into 
the law and legislation for effecting improvement to ensure speedy justice, thrust areas in 
the realm of:- 

(a) Organizing through NGOs Parivrik Mahila Lok Adalats throughout the length and 
breadth of the country on a continuous basis; 

(b) Launching of programmes on Legal Awareness; 

(c) Sensitization programmes for police, NGOs, officials for better implementation of 
safeguards and laws for the benefit of women; 

(d) Release and rehabilitation of women prisoners; 

(e) Rehabilitation of prostitutes and their children; 

(f) Rehabilitation of widows and land support to anti/arrack movement; 

(g) Custodial justice for women prisoners; 

(h) Participation of women in the electoral process; and 

(i) Issue of violence on women; 

(j) Dahej Mukti Abhiyan; 

(k) Technological Empowerment of Women in Agriculture; 

(l) Rights of minority Women. 

The Commission maintains the Complaints Cell/ Counselling Cell which is a “Core” Unit 
of the Commission and processes various categories of written/oral complaints and also 
take notice of matters relating to deprivation of women’s rights, non-implementation of 
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laws enacted to provide protection to women, non-compliance of policy decisions, 
guidelines or instructions aimed at mitigating hardships to women and taking up issues 
arising out of such matters with appropriate authorities. The complaints received relate 
to harassment for dowry, dowry deaths, torture, desertion, bigamy, rape, refusal to register 
FIR by the police, discrimination in employment, domestic violence, incest and cruelty 
by husbands and in-laws. 

PROGRAMMES SUPPORTING WOMEN ENTREPRENEURSHIP 
SWA-SHAKTI PROJECT 
Need and Context 

A project for women’s development, with assistance from International Funds for Agricultural 
Development (IFAD), was initially taken up in Tamilnadu. That project, under 
implementation for the more than a decade now, has shown significant results in so far as 
empowerment of women is concerned. IFAD initially offered to provide assistance for this 
new project, intended to be taken up in the states of Bihar, Gujarat, Haryana, Karnataka, 
Madhya Pradesh and Uttar Pradesh. However, after seeing the quantum of external assistance 
desired for the project, IFAD persuaded the World Bank (IDA) for joint funding of the 
project. 

Methodology 

One of the tools for bringing about improvement in women’s living conditions is to organize 
them into small, homogeneous groups for women’s development and empowerment. 
Prospective beneficiaries are women agriculturists or agricultural labours, having no access 
to be facilities for increasing productivity, skill upgradation, credit, particularly micro¬ 
credit, etc. The purpose is to bring women coming together in the form of groups an expose 
them to benefits of group dynamics. This process of formation, consolidation and use of 
women’s groups will ultimately lead to development of women and their empowerment. 
The tasks involved include: 

(1) Identification of rural women beneficiaries, particularly those engaged in “on-farm” 
activities; 

(2) Their organization into small, homogeneous groups; 

(3) Their awareness generation and confidence building; 

(4) Upgrading their skills, through optimum use of existing facilities and tie up with the 
existing schemes and programmes or provision of special facilities under the project; 
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(5) Their training in group dynamics; 

(6) Their functional and legal literacy; 

(7) Their linkages with the line departments and micro-credit for increasing their 
productivity in both “on-farm” and existing/new “off-farm” activities; 

(8) Improved technologies and credit facilities; and 

(9) Making them capable of taking their own decisions and safeguarding their own and 
their families’ interests. 

The overall objective of the project is to strengthen the processes, and create an environment, 
for empowerment of women. 

Indira Mahila Yojana (IMY): The IMY is a scheme aimed at organizing women at grass 
root level to facilitate their participation in decision-making and their empowerment. 
Launched on 15th August, 1995 the scheme is being implemented in more than 238 
blocks in the country for the holistic empowerment of women. The main strategy of the 
scheme is to create an organisational base for women to come together, to analyse and fulfdl 
their needs through existing departmental programmes of the State and Central 
Governments. 

The vision of IMY is to develop empowered women who will: 

• Demand their rights from family, community and government; 

• Have increased access to control over material, social and political resources; 

• Have enhanced awareness and improved skills; and 

• Be able to raise issues of common concern through mobilisation and networking. 

It is premised on recognition of the fact that empowerment is a multifaceted process. It seeks 
to achieve this by the following objectives: 

• To generate awareness among women by disseminating information and knowledge, 
so as to bring about an attitudinal change; 

• To help women achieve economic strength through micro-level income generating 
activities; and 

• To establish convergence of various services such as literacy, health, non-formal 
education, rural development, water supply, entrepreneurship etc. 

The IMY is based on the idea of the strength of the Self-Help Group. The development of 
Indira Mahila Kendras (IMKs) at the Anganwadi level and also recognising other groups 
under the adult literacy programmes, health programmes and integrating them with or 
associating them with the IMKs at the Anganwadi level would provide the grassroot level 



406 ■ Entrepreneurship 


organisations for women for various interactions. It has been proved by several experiments 
in different parts of the country that women’s groups become a very strong medium for 
accessing various kinds of information and also for bringing about attitudinal changes on 
several matters. The groups become a very strong mechanism for empowering women with 
information, knowledge and resources. 

Support to Training and Employment Programme for Women (STEP): The programme of 
STEP launched in 1987 aims to upgrade the skills of poor and assetless women, mobilise, 
concentise and provide employment to them on a sustainable basis in the traditional sectors 
of agriculture, small animal husbandry, dairying, fisheries, handlooms, handicrafts, khadi 
and village industries, sericulture, social forestry and wasteland development for enhancing 
their productivity and income generation. This would enhance and broaden their 
employment opportunities, including self-employment and development of entrepreneurial 
skills. Women beneficiaries are organised into viable and cohesive groups or co-operatives. 
A comprehensive package of services, such as, extension, inputs, market linkages etc. are 
provided besides linkage with credit for transfer of assets. So far, women in the dairying 
sector have been receiving the maximum support, keeping in view the nature of demands. 
This is followed by handlooms, handicrafts, sericulture and poultry. 

EMPLOYMENT AND INCOME GENERATION-CUM- 
PRODUCTION UNITS 

Under the scheme, which is assisted by Norweigian agency for International Develop¬ 
ment (NORAD), projects of skill development and training of achieving self- reliance through 
income generation for women are supported. These projects of training for income generation 
are in the non-traditional trades of electronics, watch manufacturing/assembly, computer 
programming, garment making, handlooms etc. 

Rashtriya Mahila Kosh (RMK) 

Micro-finance, as is being practiced by the National Credit Fund for Women or the Rashtriya 
Mahila Kosh (RMK), could be defined as a set of services comprising the following activities: 

Micro-credit: Small loans primarily for income generation activities, but also for consumption 
and contingency needs and micro-savings: thrift or small savings from borrowers’ own 
resources. 

It has been felt for some time in India that the credit needs of poor women, particularly in 
the unorganized sector, have not been adequately addressed by the formal financial 
institutions in the country. The vast gap between demand for and supply of credit to this 
sector established the need for a National Credit Fund for Women. 
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The National Credit Fund for Women or the Rashtriya Mahila Kosh (RMK) was set up in 
March 1993 as an independent registered society by the Department of Women & Child 
Development in Government of India’s Ministry of Human Resource Development with 
an initial corpus of Rs. 310,000,000 - not to replace the banking sector but to fill the gap 
between what the banking sector offers and what the poor need. 

Its main objectives are : 

• To provide or promote the provision of micro-credit to poor women for income 
generation activities or for asset creation. 

• To adopt a quasi-informal delivery system, which is client friendly, uses simple and 
minimal procedures, disburses quickly and repeatedly, has flexibility of approach, 
links thrift and savings with credit and has low transaction costs both for the borrower 
and for the lender. 

• To demonstrate and replicate participatory approaches in the organisation of women’s 
groups for thrift and savings and effective utilisation of credit. 

• To use the group concept and the provision of credit as an instrument of women’s 
empowerment, socio-economic change and development. 

• To cooperate with and secure the cooperation of the Government of India, State 
Governments, Union Territory administrations, credit institutions, industrial and 
commercial organisations, NGOs and others in promoting the objectives of the Kosh. 

• To disseminate information and experience among all these above agencies in the 
Government and non-government sectors in the area of microfmance for poor women. 

• To receive grants, donations, loans, etc., for the furtherance of the aims and objectives 
of the Kosh. 

The office of the Kosh is situated in New Delhi. The Kosh does not have any branch offices. 
The Executive Director is the chief executive officer of the Kosh. The Executive Director 
functions under the overall supervision, direction and control of the Governing Board. The 
Governing Board comprises 16 members consisting of senior officers of the Government of 
India and State Governments, specialists and representatives of NGOs active in the field of 
microfmance for women. The Governing Board is chaired by the Minister in charge of the 
Department of Women & Child Development in the Government of India. The General 
Body of the Kosh consists of all members of the Board, institutional members and individual 
members. The Kosh has three main roles: 

1. Wholesaling Role: It acts as a wholesaling apex organization for channelising funds 
from government and donors to retailing intermediate microfmance organisations 
(IMOs). 
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2. Market Development Role: It develops the supply side of the micro finance market by 
offering institution building support to new and existing-but-inexperienced IMOs 
by structures of incentives, transfers of technology, training of staff and other non- 
financial services. 

3. Advocacy Role: It acts as an advocate or agent for influencing development and micro¬ 
finance policy and creating a more enabling policy and legal environment for spread 
of micro-finance activities in India. Being a creation and a representative of the 
government, RMK has a particular advantage in this area. 

The main features of the micro-finance services being provided by RMK are : 

• It is a tool for empowerment of the poorest; the higher the income and better the asset 
position of the borrower, the lower the incremental benefit from further equal doses of 
micro-credit is likely to be. 

• Delivery is normally through Self Help Groups (SHGs). 

• It is essentially for promoting self-employment; the opportunities of wage employment 
are limited in developing countries - micro finance increases the productivity of 
self-employment in the informal sector of the economy - generally used for (a) direct 
income generation (b) rearrangement of assets and liabilities for the household to 
participate in future opportunities and (c) consumption smoothing. 

• It is not just a financing system, but a tool for social change, specially for women - it 
does not spring from market forces alone - it is potentially welfare enhancing - there is 
a public interest in promoting the growth of micro finance - this is what makes it 
acceptable as a valid goal for public policy. 

Institutional Support to Women Entrepreneurs 

The Federation of Indian Women Entrepreneurs (FIWE) has come into being following 
the decision taken at the 4th International Conference of Women Entrepreneurs held in 
December 1993 at Hyderabad (India). It was felt that the Women’s wing of National 
Alliance of Young Entrepreneurs (NAYE) should convert itself into an autonomous 
national-level women entrepreneurs organization whose main function should be networking 
and to provide a package of services to the associations of women entrepreneurs in different 
parts of the country. It was accordingly announced that NAYE Women ‘s Wing will 
henceforth be known as Federation of Indian Women Entrepreneurs (FIWE) and will have 
no chapters. Associations of Women Entrepreneurs in various Districts and States will be 
affiliated to it so that they can avail of the various facilities and services which will be 
provided to women entrepreneurs in India. Individual Women Entrepreneurs could also be 
eligible for general membership. 
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Objectives 

The main objectives of the FIWE are as follows: 

(a) To provide training facilities in export marketing and management, domestic marketing, 
quality control and standardization, management of enterprises, laws, regulations, 
procedures and systems for running a small and medium-sized enterprise and sustaining 
it’s growth, etc. 

(b) To facilitate enterprise-to-enterprise co-operation within the country and with SME 
and Women Entrepreneur counterparts in 96 countries of the world as on 30th June 
1994, having Members and Associates of World Association of Small & Medium 
Enterprises (WASME), with which FIWE is affiliated. 

(c) To provide greater access to latest technologies, know-how, related equipment and 
services for modernization and expansion of existing small and medium-sized enterprises 
run by women entrepreneurs. 

(d) To facilitate participation in international and regional exhibitions, buyers-sellers meet, 
trade fairs, seminars and symposia, to help women entrepreneurs to get greater exposure 
to regional and global business environment and opportunities. 

(e) To effectively articulate the problems and constraints faced by women entrepreneurs 
to get greater exposure to regional and global business environment and opportunities. 

(f) To strengthen affiliated associations of women entrepreneurs by providing to them 
package of services including information, contacts, training facilities and other related 
supporting measures. 

(g) To bring out a quarterly newsletter to educate and inform women entrepreneurs on 
business opportunities, management and exchange of experience and expertise. 

(h) To enhance access to term loan and working capital. 

(i) Assisting in the identification of investment opportunities. 

(j) FIWE may also run short-term refresher courses for women entrepreneurs in business 
or for their senior production and management personnel. 

(k) FIWE will also organize seminars and workshops on specific issues to discuss 
opportunities and challenges before women entrepreneurs and to develop their 
entrepreneurial capabilities. 

International cooperation: The major objective of FIWE is to help secure women their 

rightful place in the national economy and to strengthen international cooperation. For 

this purpose, FIWE is affiliated to International Federation of Women Entrepreneurs (IFWE) 

representing Women Entrepreneurs in other countries, both developed and developing. 
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Why do women start their own business? Researchers have cited various reasons for which 
individuals start a business. Singh (1992) in her study found that entrepreneur’s need for 
power, self-actualization and achievement motivation are significantly higher in entrepreneurs 
compared to economic and affiliation motivation. Hornaday and Abound (1971) reported 
that the need for achievement, support, independence and leadership are the most significant 
entrepreneurial characteristics. Cox and Jenning argued that money is rarely the primary 
driving force for women entrepreneurs from the upper income group. Another important 
motive for starting women amongst business has been reported is security to family, Cole, 
(1959). Holmquist and Sundin (1990) reported that women are motivated to start business 
for the desire to have flexibility in their work and family. A study by Azad (1982) revealed 
that the motives stated by women for starting business were economic compulsion, the 
presence of knowledge and skills, need for achievement, inspiration gathered from the 
success of others and frustration in the present occupation. Recent researches have revealed 
that entrepreneurial motivation for men and women are strikingly similar (Moore and 
Burner 1997). Women and men became entrepreneur for similar reasons, such as wanting 
to be their own boss, having greater independence and controlling their own destiny. There 
are however, other reasons unique to women that play a major role in their decision to 
become entrepreneurs (Brush 1992; Moore and Buttner, 1997). While the factors 
contributing to the unprecedented growth of female entrepreneurship around the world 
may vary, they can be broadly characterized as “push” and “pull” elements (Turner 1993). 
Unemployment, underemployment and unsatisfactory work conditions and prospects have 
pushed a growing number of women into their own businesses. Many factors have pulled 
women into their own businesses including the desire to be one’s own boss, self-actualization, 
financial benefits and the desire to achieve a more comfortable balance between family and 
work responsibilities (Turner 1993), to use satisfy and maintain high level of skill, unlike 
working for a corporation (Alvarez and Meyer 1998). Layoff’s, ability to make one own 
decisions and the need for more flexible working hours to accommodate family demands as 
reasons for starting their own business. Boden (1996) and Carr (1996) also found that 
having young children was a strong positive influence on women’s self-selection into 
entrepreneurship. The increase in the number of women entrepreneurs is at least in part 
attributable to the glass ceiling phenomena which prevents women from rising above a 
certain organizational level (Daily, Certo, and Dalton 1999). Thus most recent findings 
suggest that women start business for flexibility, overcoming the glass ceiling effect, 
unemployment, increase earnings and independence. Dooley Thomas Patrick and Rahman 
Md. Mizanur (1997), Role of Female Entrepreneurs in Urban Development: Case of Khulna 
City corporation, Bangladesh, South Asian Journal of Management, July-December, 1997. 
The study reveals the motive cited by women entrepreneurs for starting business ranged 
from shortage of job, absence of social security, supplement family income and economic 
independence. The reason for final choice of business ranged from economic related variables 
such as not being able to afford rented business premises, limited space available at home, 
whether or not the house was rented and the cost of traveling. The need to look after young 
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children and manage household, the nature of existing skills, previous experience and ensuring 
personal safety were also prime motives for final choice. 

Problems Confronted By Women Entrepreneur: Though several policies and programmes 
have been formulated to encourage women entrepreneurs yet they face several problems 
and challenges thrown by personal difficulties, the socio-cultural set up, economic conditions, 
discrimination practices, legal policies, bureaucracy, business risks and the nature of business 
itself. Gassman identified the following eight barriers that women entrepreneurs must 
overcome: 

(1) Difficulty in obtaining credit from banks 

(2) Limited exposure to maths and finance. 

(3) Societal biases. 

(4) Not thinking big enough 

(5) Ambivalence about being a competitive, profit-oriented deal maker. 

(6) Isolation from business networks. 

(7) Balancing home and work roles 

(8) Developing a management style 

A study by Alberta (Canada) Department of Economic Development and Trade identified several 
additional barriers: 

(1) Negative self-perceptions by women themselves. 

(2) Hostile environment. 

(3) Lack of business/management training and experience. 

(4) Lack of female role models. 

(5) Virtual exclusion of women-owned business from government activities. 

(6) Inadequate management and technical training to “fast track” women into the 
marketplace. 

(7) Inadequate information and data on women-owned businesses. 

Taylor identified through an empirical research that women are still struggling with these 
barriers. 

The important barriers faced by women entrepreneur in running a business are now being 
discussed in detail: 

(1) Acquiring Resources: Access to capital is a critical issue for small businesses. Without 
sufficient capital, small firms are unable to develop new products and services or grow 



412 ■ Entrepreneurship 


to meet the demands. Insufficient liquidity is a frequently cited cause for small business 
failure. Unlike larger publicly held firms, small firms typically cannot access the stock 
and bond markets (Ang, 1991); Weinberg, (1994). Alternatively, they are heavily 
dependent bank loans, trade credit and informal sources of financing such as personal 
savings, credit cards, home equity loans and loans from family and friends (Ang, 
1992), Ang, Lin & Tyler; Berger & Udell, 1995; Binks & Ennew, 1996; Cole & 
Wolklen, 1996; Petersen & Rajan, 1994). Studies by Coleman & Carsky (1996 a, 
1996b, 1997) indicate that women-owned businesses are particularly reliant on 
informal sources of financing like personal savings, credit cards, home equity loans 
and family loans. Women are significantly less likely to use banks as a source of financing 
and a relatively high percentage cite difficulties in working with their financial 
institutions. (Coleman S, 1998). 

(2) Networking and Support: Networking is defined by Welsch as the process of 
developing and using your contacts for information, advice and moral support as 
you pursue your career.” Male entrepreneurs have long used both formal and informal 
networks to help promote their business. Their old boys networking occurs often as 
a by-product of membership in social clubs, civic organizations and participation in 
athletic events. But women entrepreneurs lack these networks. Moreover they are 
being considered as deviants of society and hence also lack support from the family 
members and social groups. 

(3) Work-Life Balance: Xiaoping Tian and Barbara Bird (1989) studied the effect of 
undertaking a venture on the women entrepreneurs’ life at workplace and outside 
the workplace. The study addressed the impact of women entrepreneurs’ values, 
management style, strategies on their operations and the relationship between their 
satisfaction at work and in life across different business development stages. In the 
early business development stage women entrepreneurs who enjoyed higher 
satisfaction with work, experienced higher satisfaction with work, experienced higher 
satisfaction as the business goes through growth and stability stages; then the level 
of satisfaction went down gradually. In contrast, for those who experienced lower 
life satisfaction, the work satisfaction in the early development stage was higher, but 
it went down in the growth stage. Then it picked up in the stabilizing stage and 
finally decreased sharply in the established stage. Women entrepreneurs maintained 
a controlling interest in tier ventures, made most day-to-day and strategic decisions 
concerning marketing and business expansions. Women entrepreneurs who are unable 
to achieve satisfaction in other parts of their lives may put their emotional investment 
into creating a business venture, and get more satisfaction from work in the early 
stage. However, operating a business may drain their time and energy, and if their 
family life is not supportive, satisfaction with work may be expected to decrease. 
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(4) Networking, Support and Education: Aculai E., Ayol T., Isakova N., Smallbone D., 
Schakirova N., Welter F. (1996) Social Capital and women entrepreneurship in fragile 
environments: does networking matter? Frontiers of Entrepreneurship Research, 1996. 

This study analyzes the characteristics of entrepreneurs involved in networking activities, 
the situations where entrepreneurs use networking, its nature and role in different 
environments and stages of business development as well as for the success of the business. 
The results show that most entrepreneurs do not use any external sources of assistance for 
solving business problems. Where they do they tend to favour informal sources e.g., men 
typically turn to other entrepreneurs. The results from both survey and cases also indicate 
strong ties family, spouse) have different functions during business development and across 
the gender. Women more often use help from strong personal ties to register their firm and 
to raise capital, although this changes during business development, as they gain in confidence 
and experience. Moreover, cultural traditions such as in Uzbekistan where widows are frowned 
upon facing on their own might force women entrepreneurs to use strong personal ties in 
order to access resources. 

Cromie, S and Birley, S (1992) networking by female businesses owners in Norther Ireland. 
(Journal of Business Venturing). 

This study was conducted to examine the network used by men and women owner-managers 
in Northern Ireland. Assuming that the conflict between the domestic and managerial roles 
of women inhibit their networking activity, the paper put forward four basic hypothesis: I) 
women will be less active net workers- than men ii) women will have less dense network than 
men iii) women will incline towards discussion with other women and iv) family members will 
be the most important persons in the contact network of female owner-managers. Data were 
collected on different aspects of networking, including the personal background of women- 
managers, their previous employment experiences and the business they created. Contrary to 
the researchers’ expectations, the study revealed that the women contact networks are not 
properly narrow, they are also as diverse as those of their male counterparts, Thus women are 
no more likely to consult family and friends than are men. Both the groups appear to draw 
upon skills, wisdom and expertise of those employed in larger organizations, public as well as 
private. The researchers also found that women entrepreneurs do seek the advice of people 
with commercial or organizational experience. When cross-ties are analyzed, women tend to 
rely heavily upon male colleagues as their prime contact, but later turn to members of their 
own sex. This is not surprising since men do the same. It was expected that women 
entrepreneurs, because of their non-managerial roles or because of having been completely out 
as active at networking as their male counterparts. But the results of the study suggested that 
the reality was different. The researchers suggested further research which would look into the 
process of network formations, this would provide a sound base to develop networking skills 
through training intervention. 
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Dallafar, A. (1994) Iranian women in immigrant entrepreneurs. Gender and society, as in 
annotated bibliography of women business owners: a diversity lens, (New England Journal 
of Entrepreneurship). 

The findings are that the Iraninan women entrepreneurs use their social networks both 
within the community and beyond and that access to resources within the ethnic community 
are determined by gender. 

Suggestions for improvement in the status of women entrepreneurs: Hisrich has suggested six 
ways to help women entrepreneurs to successfully develop and manage new enterprises. 

1 . Acquire some experience in dealing with money: By applying for some loan and repaying 
it back if not required, filing tax returns, managing the finances for family, obtain 
booking keeping experience etc. 

2. Conduct honest self-appraisal to identify the strength and the weak areas, seek family 
and friends help for the same 

3. Gain occupational work experience: Rotate to various job profiles to gain experience of 
marketing, finance, planning. 

4. Prioritizing responsibilities: Identify and delegate responsibilities at home and in 
business, organize and prioritize work. 

5 . Establish a support system: A strong network of family, friends, clients, business associates 
should be established. 

6. Be determined and professional in the business is also very important; it helps in 
gaining respect and confidence from employees, customers financiers and other 
professional associates. 

CONCLUSION 

Throughout the world, women make a vital contribution to industrial output. Between 
1992 and 1997, the number of women-owned firms have increased two-and-a-half times 
faster than all businesses and employment in women-owned firms have grown more than 
three times the rate for all firms. Over 200 million women are employed across all industry 
sectors, with half of this number in developing countries. Their work not only sustains 
their families, but also makes a major contribution to socio-economic progress. The creativity 
and talents of all women are an invaluable resource, which can and should be developed 
both for their own self-realization and for the benefit of society as a whole. The key to 
enhancing women’s opportunities, and hence their position in industry and the economy, 
is to provide them with access to know-how, technologies and credit. Training to upgrade 
women’s technological capabilities and to enhance their entrepreneurial are business skill. 
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The numbers of women willing to risk starting their own businesses is growing. Insufficient 
attention to gender analysis has meant that women’s contributions and concerns remain 
too often ignored in economic structures, such as financial markets and institutions, labour 
markets, economics as an academic discipline, economic and social infrastructure, taxation 
and social security systems, as well as in families and households. As a result, many policies 
and programmes may continue to contribute to inequalities between women and men. 
Where progress has been made in integrating gender perspectives, programme and policy 
effectiveness has also been enhanced. The interest in women entrepreneurs is increasing 
rapidly in relation to industrial policy, educational policy, and research. This interest is 
based on the assumption that there is a latent, socio-economic potential in persuading 
more women to start up their own business. The emergence of women entrepreneurs and 
their contribution to the national economy is quite visible in India. The number of women 
entrepreneurs has grown over a period of time, especially in the 1990s. Women entrepreneurs 
need to be lauded for their increased utilization of modern technology, increased investments, 
finding a niche in the export market, creating a sizable employment for others and setting 
the trend for other women entrepreneurs in the organized sector. While women entrepreneurs 
have demonstrated their potential, the fact remains that they are capable of contributing 
much more than what they already have. In order to harness their potential and for their 
continued growth and development, it is necessary to formulate appropriate strategies for 
stimulating, supporting and sustaining their efforts in this direction. Such a strategy needs 
to be in congruence with field realities, and should especially take cognizance of the problems 
women entrepreneurs face within the current system. 

SUMMARY 

This Chapter discusses Introduction to Women Entrepreneurship, Scope Of 
Entrepreneurship among Women, Promotional efforts for Women Entrepreneurs and barriers 
faced by women entrepreneurs while establishing and running business and then provides 
some suggestions for improvement of their status. 

REVIEW QUESTIONS 

1. Discuss any three programmes supporting women entrepreneurs. 

2. What is the role of FIWE in promoting women entrepreneurs in India? 

3. What are the important barriers affecting women entrepreneurs and discuss the ways 
to overcome these barriers? 
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PROJECT 

1. Visit a financial institution/ bank to find out various schemes. 

REFERENCES 

Hisrich Robert, Women entrepreneurs: Problems and prescription for success in the future, 
in Women owned Business (New York: Praeger, 1989). 

Case 3.1: Women’s Woe 

Vishal and Angeera had started their dream project, "Pragati Medical Store" a retail outlet for pharmaceutical 
products. Vishal started his job as a cadet in Indian Army 15years back and had risen to the post of Colonel. 
Unfortunately, he lost his left arm during Kargil War. This was a critical time for both Vishal and Angeera 
for they had to take a decision about what to do next? Vishal was no fit to work in army; the pension given 
by government was not enough to support the family of five. And since he had joined army at an early age 
immediately after his 10+ 2 he had no other formal training to look for an alternative career. But Angeera, 
his wife had done her graduation in pharmacy. She suggested that they could open a pharmaceutical retail 
outlets, she was Qualified enough to get a license to open the drug store and was willing to venture into 
something that both of them could together start. So they opened 'Pragati Medical Store'. Angeera did 
the entire ground job, got the license, visited the doctors in the nearby area, persuaded the doctors to 
recommend her store to their patients, stocked the store with all the medicines prescribed by the doctors. 
Vishal and Angeera were a perfect duo for the sore, Vishal looked after the accounts and Angeera looked 
after the PR with doctors, the marketing and sales and maintenance of the stock. 

The store started of well and made good gains in the first two Quarters, Angeera was putting in lot of hard 
work as she was taking care of all the marketing, sales, purchase and PR. What came to her as a surprise 
was the behaviour of the dealers (who were supplying medicines) Medical representatives and customers 
was veiy cold towards her. They found dealing with her veiy distasteful, as it was the men's field, without 
exception all the stores in town except for Pragati were managed by men. In fact, most of them requested 
and a couple of them demanded that they wanted to deal with her husband. She was so shocked by their 
behaviour, technically she was the Qualified one and it was for her efforts that doctors were recommending 
Pragati Store to buy medicines but the customers, Medical Representatives and suppliers of medicine 
would equivocally say 'Vishal Bhai Sahab Nahee Hae Kya' (Is Vishal not around). She really got annoyed and 
lost her temper at times and scorned at them, "What on earth makesyou believe that I cannot handleyour 
Queries. It is for people likeyou that women are not getting the respect they deserve. I am more Qualified 
thanyour Bhaisahab to run this shop and I am the one who has brought this dream to a reality butyou guys 
want to deal with Bhaisahab. You should make letyour sisters and daughters study asyou andyour bloody 
society can never ever digest women empowerment and women liberalization. You better get out of this 
place as this place belongs to me-1 am the owner of 'Pragati Medical Store' and I am the one who will write 
its fortune. So get lost.' Later on Angeera was veiy upset and sat wondering "Is India actually developing? 
Are women's really getting liberalized? Why have women not been able to earn the respect for earning 
their living?". 
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